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ARAMCO has issued a field-wide order which took effect on Janugry 29,/1955 
eliminating the previously current practice of employees cashing t field - 

allotment checks in dollars. The Company stated as its reason the conviction — 

on the part of the Saudi Government that the supply of Saudi curreney in the ON 

Eastern Province is now adequate to cover the needs of the local economy and’ ™ 


ARAMCO and the fact that the Saudi Government has issued an appropriate directives 
in that sense. 


t 
i 


The ban on the issuance of dollars by the Company to its employees is not . 
total in its effect. Employees and their dependents who are leaving the 
country for vacations or business trips may be issued up to $50.00 per person 
and unlimited travelers checks or checks on the National City Bank of New 
York. Employees who are terminated or who go on “long vacations" i.e. take 
leaye in the U.S, between their two year contracts, are permitted to exchange 


riyals for dollars up to $50.00 and to convert the balance of their riyals into 
dollar checks or travelers' checks. 
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The reasons behind this Saudi Government move are not fully known but they 
may well include: 


(1) A desire to control smggling and black market operations through 
controls on the supply of dollars. 

(2) A desire to control or at least to make a profit from the existing 
spread between the buying and selling rate of dollars in riyals. 

(3) A wish to make a better distribution of the supply of dollars 
available in the Eastern Province in terms of advantage to the 
Saudi economy. 

(4) A guess that the administering of this type of monetary control 
can prove decidedly profitable to many individuals, 


The restriction on the availability of dollars has already had a number 
of effects, ARAMCO personnel tend to grumble about the loss of gre more 
freedom and to take comfort from the apparent ease with which, at ‘this stage, 
the hampering effect of the new measure can be circumvented. Local traders 
and bankers say that the value of the dollar in relation to the riyal has 
been enhanced slightly. One banker said that in al Khobar on February 21 

| transactions took place at a rate of 4.5 SR to the dollar, and BS 3 we reported 
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that on February 22 there were sone né “dd vements at 4.6 riyals. Business men | 
wonder if this is the first of a series of monetary control experiments 
which the Saudi Government may undertake in the near future. An ARAMCO 
financial officer remarked that the outcome was sure.to be inflationary in 
effect. 


An interesting reaction was encountered from a local British banker. 
He hinted that ARAMCO secretly welcomed the new limitations, and might 
even have inspired the Saudi directive which established them. His may be 
views stemming from self-inspired motives, as this may limit his Bank's 
volume of business. Certainly we have no indication of any such action on 
Aramco's part, and can see no way in which this move would simplify Aramco's 
operation, 


For the Consul: 


G pen V: Mo CBemelraw 


Grant V. McClanahan 
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SUBJECT: Monthly Exchange Rate Averages for |oreizn Currencies in Jidde 
end Quarter, ry 1955. 
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ta 
| rollowing are the average monthly exchange rates for various es i | 
in Jidda for the period undexz review. -Tiese fi ures were furnished th Enba — 
uy the Jidda branch of the Netherlands Tpading Society. mi = 
: u © DP! : 
lates in Saudi Riyals and®Q 
(unless otherwise staked) < 
N a Lf, 
October November DécembeY” 
Averave Average Average 
1) US Dollars 3-16 3-17 3-17 
2) British Sovereign 
a) George !mad 37-00 34-20 35-00 
b) Queen's iead 35-00 32-16 33-00 
3) 100 Indian .iupees 77200 77200 77-00 
)}) 100 Pakistani Kupees . 112-10, 113-00 110-00 
5) Egyptian Pound Draft 10-0), 10-10 10-11 
CG) Sterlin:: Pound Draft 7 10-63 10-10 10-07 
7) Soveveign (selling) rate oy 
in Sterling (buying). L 3-7-6 L 3-8-3 L 3-8-0 
8S) Sovéreign Rate in Dollars 310203 29 080 $9 026 
9) Transferable Sterlin:; (selling) 
in Dollars (buying) SleTT $2073 g2e73 


10) Riyals in Dollars $0.27 1/10 500263 00263 
~ y5e 





| %* 1 riyal equals 22 qursh 2 
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FROM : American Enbassy, Jidda,Saudi Arabia———2!;. 








TO : THE DEPARTMENT OF STATE, WASHINGTON. 


REF —: CERP of June 25, 19543; Item B-7 i : a 
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SUBJECT: Exchange rates vis-a-vis gold and principal foreign currencies” ean 


figures), January-March, 1955 


z The following are subject rates for the moths of January, February and Ma 
1955. The figures were furnished the Embassy through the courtesy of the Jidd 
branch of the Banque de 1'Indochine and Netherlands Trading Society. 
are buying rates and are in riyals and gursh wmless indicated otherwise. * 


The figu 


Saudi Riyals 
; January February March 
U.S. dollars 7 3-17 3-17 3-17 
George-Head British sovereign 3h- 3L3 34-53 
Queen's-Head British sovereign 3h- 32 3h- 
Pound sterling 10-05 10-05 . 10-094 
Egyptian pound (telegraphic transfer) 10-10 10-12 10-16 
100 Indian rupees 77- 77= 78-6 3/4 
100 Pakistan rupees 110- 111- 1124 
Sovereign (selling) rate in sterling (buying) & 3-5-6 & 3-8-1 & 3-5-2 
Sovereign (selling) rate in dollars (buying) $ 8.88 $ 9.23 $ 9.01 
Transferable: sterling (selling) in 
dollars (buying) $ 2.722 $ 2.73 $ 2.7695 
For the Ambassador: 
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SUBJECT: Issuance of Reyal Decree Regarding Export of Capital from Saudi Arabia 


(\ 
SUMMARY y 


On April 28, 1955, a royal decree Was published 
calling the attention of the Crown Prince to the 
fact that "contrary to public interest, people have gone 
toe far in taking the country's funds and wealth for 
investment abroad." The Crown Prince was advised that 
"an order ought to be issued prohibiting the of 
money from the country except for purposes of eee 
and requiring the return of funds that are invested 
abroad for the development of the country's resources." 


[° perm 
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Implementation of the decree has so far been 
limited to a requirement by the Monetary Agency that 
the country's banks now cer that the foreign 
exchange they obtain from the “onetary Agency is used 
to cover the cost of imports. The subject is being 
studied further. Additional regulations may be 
announced the pilgrimage, although banks doubt 
that strict ols will result. 









of the decree is not clear. One 
t to precipitous action on the 
earning that a wealthy Saudi 
ered a portion of his fortune 


The ba 
report attri 
part of the 
merchant had 

| abroad. 


Analysis of the implications of the decree — 
indicates that it has mmerous adverse features. 
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On April 28, 1955, the semi-official Saudi newspaper Al-Bilad al-Saudiyah | 
carried the text of a royal decree dated the 30th of Sha'ban, correspond- 
ing to April 23, 1955) which dealt with the exportation of capital from Saudi 


Arabia. A translation of the decree is submitted as an enclasure to this 
despatch. 


The decree, which is addressed to Crown Prince Faisal, points out that 
"contrary to public interest, people have gone too far in taking the country's 
funds and wealth for investment abroad." 


The decree continues, "Therefore, an order ought to be issued prohibiting 
the exportation of money from the country except for the purposes of trade and 
importation of goods, and requiring the return of funds that are invested 
abroad for the development of the country's resources..." (N. B. The decree, 
in itself, did not place a ban on the export of capital from Saudi Arabia, 
except capital to cover the cost of imports, npr call for the repatriation 
of foreign investments. Rather, it advised the Crown Prince that "an order 
ought to be issued" which would produce these results.) 


As the Crown Prince was attending the Bandung Conference at the time of 
the publication of the decree, orders from him enforcing it were not forth- 
coming. In their absence, and in the absence of directives from the “inister 
of Finance, Sheikh Mohammed Surur, or any other SAG official, Mr. RD. Standish, 
Governor of the Monetary Agency, announced to Jidda banks that foreign exchange 
would not be made available by the Agency until the royal decree had been 
clarified. 


Upon the return of the Finance Minister to Jidda, eight days after the 
publication of the decree, a group was formed to study the matter. Included 
in it were Saied Sami Kutbi, Dic artas General of National Economy, Sadeq and 
Rajai Husseini, both officials of the Ministry of Finance, Mr. Standish, and 
the Vice Governor of the Monetary Agency, Saied Matuq Hassanain. 


According to Mr. Standish, the members of the study group were in doubt 
as to what action to take to implement the decree, although they agreed that 
kn view of its language some control measures would have to be instituted. 


After several meetings by the group, it was decided to recommend to the 

Finance Minister that until after the pilgrimage (late July) measures to 
the decree be limited to requiring banks to certify that the foreign 

exchange they purchased from the Monetary Agency was to be used to cover the 
importation of merchandise. An exception of 5% was made, and foreign exchange 
to this amount could be used for non-commercial transactions. (In the past, 
banks had been required to certify that the dollars they purchased from the 
Monetary Agency were used to cover imports. An exception of 15% was given, 
which could be used for non-commercial transactions.) No recommendations were 
made concerning the repatriation of foreign investments. 


1955, the banks were notified of the new procedure. 


The Finance Minister approved this temporary arrangement, and on May 18, 
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Jidda's banks were noticeably relieved by the nature of the controls. In 
the case of the non-Arab banks, however, the Embassy noted a fear that the 
administration and supervision of the controls would adversely affect their 
operations to a greater degree than it would the operations of the Arab banks. 
For the most part, however, the banks were of the opinion that the problem had 
been well handled: in theory, exchange control could be said to exist, while in 
practice, banking operations were expected to continue as usual unless close . 
supervision, which was not foreseen, was instituted. (This attitude was typified 
by one banker, who, when certifying that the foreign currency involved in a 
particular transaction was to be used for commercial purposes, remarked to: the 
Embassy's representative present in his office, "Perhaps, one day, I shall end 
in a Saudi jail. But I don' t think so.") 


For the time being, it therefore appears that exchange control will not pose 
oblem in Saudi Arabia. What restrictions, if any, will be imposed after the 
pilgrimage remain to be seen. 


COMMENT: Rumors that SAG was considering exchange controls have circulated 
in Jidda at intervals during the past year. These rumors increased with the 
return of Rasim Khalidi to the Monetary Agency followed by his mission to Egypt 
where he was reported to have expressed the opinion that before the Saudi and 
Egyptian economies could be more closely integrated, Saudi Arabia would have to 
adopt exchange controls equivalent to Egypt's. 


Based on the above chain of events, Mr. Standish is inclined to attribute 
the issuance of the royal decree regarding exchange control to the recommendations 
of Khalidi. 


According to reports from another source, however, the background was 
different. Kemal Bey Adhem, brother-in-law of Crown Prince Faisal and a contractor 
much favored by royal family patronage, drew an analogy for the Embassy between 
the subject decree and the royal order issued last year which prohibited all 
dependents of Saudi subjects from leaving the country. In the latter case, the 
Sing ordered the general restrictions to prevent the departure from Jidda of a 
single group, the family of the Finance Minister, then Abdullah Suleiman. 

(See Embassy despatch 3 of June 30, 1954, entitled, "Dependents of Saudi 
citizens prevented from leaving Saudi Arabia") According to Adhem, the present 
decree regarding exchange control was the result of advice given to the King by 
his uncle and advisor, Prince Abdullah ibn Abdul Rahman, who had been displeased 
to learn that Hassan Sharbatly, a multi-millionaire Saudi merchant who owes his 
fortune to his lucrative business with SAG, had transferred a sizeable portion 
of his wealth abroad. 


This source was of the opinion that issuance of the decree was somewhat 
precipitous and added that the King recognized it as such upon reflection. 


Adhem doubted that exchange control and the repatriation of foreign invest— 
ments would materialize. 
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| The possibility that the decree was part of a campaign aimed at bringing 

pressure to bear on Lebanon to prevent its joining the Turk-Iraq Pact was 
generally discounted in Jidda. Exchange controls, if effective, would have 
repercussions in Egypt, close ally of Saudi Arabia, as well as in lebanon. 
Banking circles doubted either possibility had been considered in what they 
viewed as a matter of purely domestic origin.” 


Going behind the immediate stimuli which may have produced the decree to 
the deeper economic causes which probably have been the bases for the frequent 
rumors relating to this subject, it appears that the King - or some of his 
advisors - see the low level of domestic investment as a result of the transfer 
of capital abroad. The "capitalists" (among whom are numbered many of the members 
of the royal family), on the other hand, generally transfer their capital abroad 
as a result of the lack of attractive investment opportunities in Saudi Arabia. 
Cause and effect are reversed in the two approaches. . 


While there is a certain justification for the first argument, there is more 
for the second. Investment opportunities are scarce. What potentially attractive 
opportunities -do exist are hedged in by monopolies, Government interference, lack 
of administrative and technical abilities, lack of communications and transporta- 
‘tion, low market potential, and a low level of mutual confidence among prospective 
investors. In short, the "investment climate" is not favorable. And it is probably 
visionary to expect a change to come as a result of royal decrees. 


If a serious attempt to implement the decree were to be made P several 
difficulties would be encountered. Concerning these difficulties the Embassy 
submits the observations below: 


1) The financial structure of the country is primarily based on SAG's 
sale of foreign exchange received from Aramco for riyals. If the sale of 
foreign exchange were to be limited to the amounts needed to cover imports, the 
question arises as to whether SAG would receive sufficient riyals to meet its 
internal obligations. If it did mot SAG would be required either to import new 
silver riyals of a continuging basis - a costly weotathae = - or adopt a currency 
law which would permit its foreign exchange balances to be utilized as backing 
for paper riyals. 


2) The enforcement of an exchange control system would present a 
problem in Saudi Arabia. For example: 


a) Individuals with the specialized techniques required are in 
short supply. 
b) The supervising agency would have the difficult task of 
establishing a mechanism to absorb.and control the expenditures made by foreign 
pilgrims, which amount to an estimated $ 30,000,000 or more each year. 


c) Close supervision would be likely to result in the frequent and 
successful resort to bribery by those most affected. 


d) The export of capital by members of the royal family would be 
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difficult to trace and, from the practical aspect, equally difficult (if not 
dangerous) for the supervising authority to attempt to prevent. 


3) Foreign investments would probably not be repatriated voluntarily. 
Efforte to trace them and to force their repatriation would be weakened by reasons 
related to those mentioned in item 2a, c and d, above. 


4) Investments which were repatriated in the form of foreign exchange 
would require to offer riyals in exchange, thereby aggravating the situation 
described in item 1, above. 


5) Instead of encouraging investment in Sandi Arabia, exchange controls, 
whether effective or not, would give pause to foreign investors who might be 
interested in investment opportunities in the country. 


It is widely hoped in Jidda's commercial agi bamking circles that the advérse 
features of the royal decree will, in the next several months, become apparent at 
the highest level of SAG. Considering the close connection between commercial and 
governmental activity in Saudi Arabia, this hope is probably not without founda- 
tion. 


For the Ambassador: : 
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/ Alfred le S. Jénkins 
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/ Counselor of sy 





Translation of Royal Decree relating to exchange control. 


Dept: 
Please pouch to Beirut, Beirut for Treasury attache, Dhahran, Cairo. 





CONFIDENTIAL 


Page. —of Se ee ee ee Page of 





Desp. No.——— Encl. No.l 
J From. ; Desp. No._203. 
From__Jidda. 


ROYAL DECREE 
No. 17 = 1 = 3 = 1387 
30 Sha'ban, 137k. 


Ordaining the non-exportation of funds fran the comtry 
save for the purpose of trade and the importation of 
goods, and requiring the return of funds invested abroad, 


From Saudi Ben Abdul-Aziz to Respectable Brother Faisal, may God save 


You are well aware thet, contrary to. public interest, people have gone too 
far in taking the country's funds and wealth for investment abroad. These 
people have no conscience and lack self-confidence. Therefore, an order ought 
to be issued perhibiting the exportation of money from the comtry except for 
the purposes of trade and importation of goods, and requiring the returm of 
funds that are being invested abroad for the development of the country's 
resources, it being understood that. funds invested in the country yield much 
more profits thas funds invested abroad. As all know, we are opening the doors 
of our country for the development of national wealth in constructional projects 
and factories and are rendering help and facilities in customs and other Shings. 
We are doing all that for promoting and raising the standard of the country and 
for developing the wealth of its citisens. That being the case we cannot allow 
the flight of considerable funds from the country for investment abroad, be- 
cause such a movement indicates lack of confidence in oneself and in the Govern- 
ment. 


You are requested to carry out this order and apply it on the big and 
small, for it should not be applied on the small leaving the big) full freedom 
of action. 


SAUD. 
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TO ; THE PARTMENT OF STATE, WASHINGTON. 
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SUBJECT: oe rate oo gold and principal ean currencies Jt 
monthly figures) ,' April ~ December, 1955. < 
a Belew are exchange rates for various currencies exchanged in ae: 
Saudi Arabia for the months of April - December, inclusive, The oO? 
figures are mid-rates and were furnished the Embassy by the Saudi O)¢ 
Arabian Monetary Agency. oe 
SAUDI _RIYALS oak 
U.S. dollars * 3216-3/ 3:16-3/) 3:16-3/, < 
George Sovereign . 325 3-1/2 3h2 Uy “t 
Queens Sovereign £200 eee === Not Available—-—--~--—--~ - 
Pound Sterling T. T. 10:8 10:8 10:8=1/) 
Pound Egyptian T. T, 10:15-1/2 10315 10:16 
100 Indian rupees 77:17 9781663 /4 78:6 
100 Pakistan rupees 10727 107:0-1/2 108:~ 
Sovereign/U. S. dollars $ 9.101 $ 9.025 $ 92209 
Transferrable Sterling $ 2.767 $ 2.760 $ 2.767 







Rats mid-rates of Sognaanatal” riyals (riyals 
b a) against dollars, The free market price 
» averaging 3:19 (bank selling rate) per \ 
through December. ; 1 
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[ 
| duly August September 
U. Se dollars * 3316-3/), 3316-3 3216-3/4 
George Sovereign 321, 3h317=1/2 3533 
Queens Sovereign --Not Available-—---——--—-——- 
Pound Sterling T. T. 1038=3/4 1038=-1/2 10:8-1/2 
Pound Egyptian T, T. 10:15=1/2 ‘10:15-1/2 10:14~1/2 
100 Indian rupees 77317=1/2 772:18-1/2 7732 
100 Pakistan rupees 107:13-1/2 = 107:16-1/2 Ss 78:- 
Sovereign/U. S. dollars $ 9-210 $ 90252 $ 9033 
Transferrable Sterling $ 2.759 $2 0762 $ 2.771 
October November December 
U. S. dollars * 3316=3/ 3316-3/) 3216-3/4 
George Sovereign 36:10 37:1, 37315 
Queens Sovereign a —Not Available-—---—---——-—— 
Pound Sterling T. T. 10:9 10:9 10:11 
Pound Egyptian T. T. 10:14 10:15~1/2 10:17 
100 Indian rupees 78319=1/2 79:17 80:11 
100 Pakistan rupees 78:10 7935—1/2 80305 
’ Sovereign/U. S. dollars $ 92693 $ 10.007 $ 10.00 
Transferrable Sterling $ 2.772) $ 2.7725 $$ 2.7725 


or the Ambassador, 
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Action Control: 1787 ‘ 
| Rec'd: July 4, 1956 nt 

a Jidda i p.m. F 
nfo , 
TO: Secretary of State w 

RMR , ; o 
NO: ne ® 

EUR 3, July 4, 8 A. M. oe os @ 
NEA = 4 
REP l. Elnance Minister Surur has sent me oontidedeas pe apsonay a . 
QLI message by Mohamed Effendi asking that I enquire urgently [Me ./ .g’ 

whether. US 211 SAG one on Br Titan gold sovs ely oh) 
CIA Or Us dollars a afr : ate of exchange, to be used and », ‘a 


DCL held for sole purpose of currency (p grim receipts) cover. as 
Yesterday, for use during current pilgrimage, first lots of 50 im?) 
million l-riyal pilgrim receipts were put into circulation. This @ 
50 million, according to Surur, will increase‘ circulation to 0) 
350 million riyals (so far issued only in 5 and 10 riyal receipts > 
covered by 100 millton silver riyals, 2 million Saudi gold 
sovereigns (equals 80 million silver riyals) and balance in 
foreign exchange. 


Surur added that SAG proposes to issue pilgrim receipts to 
‘total value of 500 million riyals to be covered as follows; 
50 percent gold (surplus preferably in British sovereigns); 
25 percent silver riyals and 25 percent foreign exchange. 


Consequent Mohamed: assume SA to 
buy some three m on more sovereigns and million e 
silver riyals. ote: audi riyal equals 26 and two-thirds 
cents. ) : sas 


2. I believe present request is reasonable and justified 
from viewpoint SAG interests and venture suggest t 
favorable reply a Sr ; 


9s7y-L/1lel° 














Owen of ARAMCO shares this view and informs me confidentially 
that, as of July 1, highlights of SAG's financial position vis 
a-vis ARAMCO were: 


AC 


he 


For next twelve months: Average -egtimated monthly royalty yment 
$7.0 million, income tax pa Od 17-0 million; tota icy, & ted 
gross payments, approximately ae million, against salen oO 
presently recognized deductions 2.5 million. 


Principal item of latter is "tax assignments” for iiospascrtuestit out- 3 
standing balance ($55.5 million) of ARAMCO-accepted bank | 
CONFIDENTIAL loans EER 


central files with notayaignn 12 stion t 
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-2- 3, July 4, 8A. M., from Jidda. 
loans ($85 million, 46 from Chase-Manhattan and 39 from 


Guaranty Trust). < 


SAG's pet current borrowing position*(1.e. amount presently 
evailable for tax assignments) is $7 million against 1955 tax 

etc (last 2 monthly payments to be made by CO in July 

and August) and $25 million against 1956 taxes, under ARAMCO . 
formula that it will "accept" during any current tax (calendar). ‘ 
year loans up to an amount surplus equal to the difference between 
estimated accrued tax minus estimated expenses for entire year. 


Any further current borrowings would be against this $25 million 
figure which will of course increase monthly to year-end when, 
except to extent there be more borrowing; figure would be 


approximately $130 million. 
WADSWORTH 
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SUBJECT: 


money and coinage. The Sultan wishes to have the bank notes printed 
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NEA - Mr, ae DATE: July 6, 1 


NE - Fraser Wilkins s 


Your Appointment with Paul C. Aiken. 


, 


pass) | 
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— 

ca) 


You have an appointment today at 10845 with Mr. Paul C. Aiken. He 3 
undoubtedly wishes to discuss some matter relating to the Sultanate of 
Muscat and Oman. Mr. Aiken is a Washington lawyer and has filed a 
Foreign Agents Registration Statement with the Department of Justice 
to represent: the Sultan in the United States in certain matters. In 
the statement he said that he was assisting the Sultan in establishing 
postal and financial systems and in promoting an economic survey of the 


country. At one time Mr. Aiken was associated with the Post Office 
Department, 


te 
@ 


oy pemsnyes 


—— 


In the past Mr. Aiken has been particularly interested in United 
States assistance in establishing a currency system for Muscat and 


Oman. The Sultanate, at present, uses the Maria Theresa dollar, and, 
according to Mr, Aiken,.the Sultan would like to have his own paper 


in the United States and the coins minted by our facilities. 


In the past Mr, Aiken has also spoken to the Department about a 
postal system for Muscat and the use of Point 4 assistance for an 


economic survey of Muscat and Oman. Muscat is now using British postage. 


Recommendation: 


9S9-Z/I1E1°VvVSss l 


That you give sympathetic attention to Mr’. Aiken's efforts to assist 
the Sultan of Muscat and Oman through private enterprise. 
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SUBJECT: 


Below are exchange rates for various currencies exchanged in Sandi Arabia 
for the months of April, May and June. The figures are bank selling rates 
and were furnished the Embassy by one of the local banks. 


SAUDI RIVALS es 


April May Sane LK : 

+ U8 Dare, wo oa zi 
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oa a. 33s : ria ' 





For the Ambassador: 


iy 


Rebert B, Houghton 
Second Secretary of Embassy 


© The free, cg prs over the period from 3.1650 to 3.19 although 
seldom latter figure. 
dete ie cxtorgs | there are few left in circulation. 
von Tae Meteo 58 ley aos of the level kgake that dhe 4clageapbte 
| are the same in Jidda. a 
~ 
Bitoughton/eb = 
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SUBJECT: Exchange Bates vis-a-vis Gold and Principal Foreign Currencies 









(Monthly Figures, Jyly - September 1956) wash 
| : CAS] a | 
Below are exchange rates for various currencies exchanged in Saudi Pe S \ 
Arabia for the months of July, August, and September 1956. The figures Bi 
are bank selling rates and open market rates as noted and were furnished 3 \ 
the Embassy by one of the local banks. OO .. | 
Saudi Riyals and Guersh 1/ = A 
e 4 
‘ July August September "= 
U. S. Dollar draft 2/ 3.17 3.17 Sy 
+ | 
George Head British Soverign 3/ ho. yi. hye ie, ny 
a co 
Queen's Head British Soverign }/ 37. 38. yi. _ wee 
100 Indian Rupees 5/ 78.07 78.07 78.07 
100 Pakistani Rupees 5/ 78.07 78.07 78607 * 
Egyptian Pound draft 6/ 10.164 10.163 10.163 
Sterling Pond draft 10.09 10.09 10.09 a 
Transferable Sterling in dollars 7/ 267725 2.7555 2.75375 
1/- One Riyal equals 22 Guersh,. 
2/ These are official rates and should be read 3 Riyals and 17 Guersh. The 
open or free market rate Cars, onere months has ce apound. 4 Riyals. 
3/ This is open market rate, — ‘there fs no official i = 
L/ Open market rate. Virtually no transactions. S 
5/ Official bank selling rate, based fms Sterling pon me eulee 
) . 
. & 
het 2 me 
. aes . 
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6/ On October 12, 1956 a new official bank selling rate was establish- 
ed at 10.3. 


7/ This is the international rate in dollars. Banks are normally not 


able to sell for dollar, Sterling obtained from the Monetary 
Agency. 


For the Ambassador 


TA | ttt teccea 
Alfred le enkins 
Counselor Embassy » 
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SUBJECT: Foreign ——- Controls Instituted by Saudi tabla 


| As a result of an order issued on November 1, 1956, by the Siting 2 of 
Finance and National Economy, the Monetary Agency informed all banks that 
foreign exchange transactions are now prohibited except as specifically per- 
mitted by the Ministry of Finance. This order, which became effective on 
November 3, for all practical purposes makes foreign exchange transactions (2 
subject to Ministry of Finance license. as 


0% Peuunyey eg ISTH quemmsog STUs 





The order (see enclosure) prohibits banks and companies from trans- 
ferring any foreign exchange abroad for any purpose whatsoever without ° 
Ministry of Finance permission. It permits letters of credit to be settled - 
only after receipt of merchandise and Ministry of Finance approval. It re- 
quires prior approval from the Ministry of Finance for the opening of new 
letters of credit and this approval evidently will be granted only for ~~ 
commodities deemed essential to the countrye 


Although not contained in the original order, some local banks have in- I 
formed customers that Ministry of Finance approval had to be obtained before sett 
releasing or transferring customers' accounts held abroad. It was also under- |; 
stood that an extension, modification or amendment of any old or new letter a 
of credit is prohibited unless approved by the Ministry of Finance; and that |, 
documents sent to local banks for collection could not be negotiated if the ile 
merchandise had not yet cleared the Suez Canal. 


All of the foreign banks and most of the Arab banks had already, as of 
October 29, voluntarily suspended, with exceptions, sales of foreign exchange. 
It was assumed by the head of one of the foreign bank branches here that the 
Monetary Agency will probably cover all future Ministry of Finance validated 
sales of foreign exchange, In that case banks will no longer find it necessary 
to over-sell foreign exchange as has been the practise in the past. It was 
reported that baiiiiiMlifiive overdrawn (or oversold foreign exchange to an amount 
roughly equivelemusie a ialf a month's income for the Saudi Government. This 
is not considered ‘t However, the banks are interested in having those 
past sales covered as soon as possible. 


oreiddee MOA oF oft Rite (and the bank selling rate for free dollars) = 
remain cian The open market rate for dollars fluctuated considerably aa] 
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. aay 
during the past week, ranging as high as five riyals to one U.S. dollar. 


Dollar notes were easily obtainable during the fourth week of October" but 
were quickly sold out the following week and are now scarce. 


Foy_the Ambassador: 


G. E. Robert Meyer 
Second Secretary of Embassy 


ccs Dhahran 
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, Letter Noe 3990/2 of 28/3/1376 (November 1, 1956) from the | 
Minister of Finance and National Economy to the Monetary Agency 


Due to exceptional present circumstances and the necessity of practical 
supervision on currency movement and foreign transfers, notify banks and 
companies to do as follows: 


le Not to transfer any amount in any currency abroad for trade or 
otherwise whatever the cause may be without permission from the 
Minister of Finance and National Economye 


2-° It is allowed to settle amounts outstanding on letters of. credit, 
opened for goods which will arrive at the Kingdom's ports, in the 
currency in which letters of credit were opened, after the receipt 
of goods, provided that banks on which amounts are drawn should 
submit necessary statements to the Ministry of Finance and 
National Economy. 


3. Ministry of Finance and National. Economy licenses new letters 
of credit for necessary things only which the Ministry of Finance 
sees that it is necessary for the country and this is in accordance 
with a written application from the importers to the Ministry of 
Finance and National Economy in which he explains goods required 
to be imported, its quantity, valye and the port in which these 
goods will be received. 


l. AY1 companies and banks should submit to the Ministry of Finance 
and National Economy statements of letters of credit already 
opened and still outstanding showing in it the ame of importer, 
kind of goods, quantity, value and time of recéipt (if this is 
possible) and amount outstanding in letters of credit to 
facilitate payment before the receipt of the goods. 


This should be followed preciselye . 
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SUBJECT: 


Exchange Rates vis-a-vis Gold and Principal Foreign Currencies 


| (Monthly Figures, October - December 1956) a 
Below are exchange rates for various currencies exchanged in Saudi Arabia “4 : 
for the months of October, November, and December 1956. The figures are bank 0) 
selling rates and average open market rates as noted and were furnished the > 
Embassy by one of the local banks. - 
Saudi Riyals and Guersh 1/ Pe 
October November December —_ 
. i _ ~ 
U. S. Dollar draft 2/ 3/17 3/17 3/17 = 
George Head British Sovereign 3/ ha/ hh / L/ ! 
eal 
Egyptian Pound draft L/ © 10/05 10/05 10/05 re) 
Sterling Pound draft 5/ 11/13 11/164 12/ oO 
1/ One Riyal equals 22 Guersh 
2/ These are official rates and should be read 3 Riyals and 17 Guersh. The 
average open or free market rates during these months amounted to: Ms 


October - 1/0; November - 1,/08; December ~ 1/08. The rates during the 
first half of ember went as high as 5/ Riyals per dollar. 


—= 
3/ This is an open market rate, since there is no official rate. (be 


This is an open market rate. On October 12, 1956 a ii€w 6 Hy 
bank rate was established at 10/03. _ 
BUYUCH 3 


5/ The offipial bank selling rate is 10/op.. °° 
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SUBJECT: The Shortage of Foreign Exchange for Trade - Saudi Arabia. 


Li 

| During a conversation with the reporting officer and Mr. Robert B. Hou eke | 
on January 15, Mohammad Ali Reza, Minister of Commerce, raised several matt 
of economic and political interest. The present despatch discusses the sho e 
of foreign exchange in Saudi Arabia and subsequent despatches will cover othi 
subjects. The reporting of this conversation is being handled in this manner in 
order to permit the Department and other interested agencies to make maximum 
use of the information. 


0% peusnzey eg ISTH WUEw 


The Minister of Commerce rather bitterly referred to the current shortage of 
foreign exchange available to merchants engaged in foreign trade. Particular 
referente was made to dollars although other foreign currencies were included. 


He stated that this shortage was greater than would be expected from the 
drop in Government income from its refusal to sell oil to France and England. 


He said that the only place dollars are available is in the "black" market 
(there is actually an open market operating in the native market place in Jidda 
and other mnicipalities) where rates are almost prohibitive - },/11 in Jidda 
and 5/ in Riyadh as compared to the official bank selling rate of 3/163 per 
US $1. This was the case, he stated, even though the "black" market had no 
significant legitimate source for foreign exchange. 


‘L9@Z- 1/121 ‘vege 


Ali Reza deplored this situation and said that the only large supply of 
dollars (foreign exchange) went to the Monetary Agency and was intended 
primarily for trade. He didn'tjlmow where the dollars went after they got to | 
the Monetary Agency but he rath@r caustically said he would find out. The same 
situation, he commented, had occurred a few months back and had been straightened 
out by him after a talk with the Minister of Finance. Ali Reza insisted that the 
"Black" market's only source for lange quanbitids of foreign exchange was a 
leak. He strongly implied that the Ministry!of'Finance (and more specifically 
the Monetary Agency) and one or two of the leading banks (again by implication 
the National Commercial. Bank headed by Salim bin Mafooz a close-friend to 
Mohammad Surur, Minister of Finance) were Angolyge da the leakage. tHe mentioned 
that the National Commercial Bank was abl8 to obt at) the dopant and other 
foreign exchange it needed. fe ; 


| . a  _ + 2 | 
~~J | 
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No figures were cited by the Minister and it is difficult to confirm cm | 
allegations. However, the manager of the Dutch Bank recently informed the 
reporting officer that conditions have never been worse and that if his bank 
didn't receive more foreign exchange from the Monetary Agency, the bank might 
as well close down. Other banks also report a serious, shortage of foreign . 
exchange. 


Ali Reza stated that the present situation was depressing the normal flow 
of foreign trade and thereby drastically reducing the income normally derived 
‘by the Government from Customs duties and other charges. At the present rate, 
he said, Customs income would drop from a normal 150. million Riyals per year to 
around 50 million Riyals per year. 


Customs officials comment that there has been a drop in imports which they 
ascribe to the Suez problem and the drop in oil sales. They also declared that 
recently more emphasis has been placed upon the importation of duty free 
foodstuffs and on the reduction of so-called luxury goods which are normally the 
principal sourcé of mch of the customs revenue. They expected this situation 

to improve in a few months time. 


For the Charge d'Affaires aeie 





G, E, Robert Meyer ; 
Second Secretary of Embassy 
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Exchange Rates Vis-a-vis Gold and Principal Foreign Currencies 
(Monthly Figures, January - March 1957). 






Below are exchange rates for various ncies exchanged in Saudi Arabia 
for the months of Jamary, February and h, 1957. The figures are bank 
selling rates and average open market rates as noted, and were furnished the 
Embassy by one of the local banks. 


Saudi Riyals and Guersh 





Jamary February 
U. S. Dollar Draft 2/ 3/17 3/17 ¥ 7 
George Hesd British Sov. 5/ 45/ 45/ “ef = is ” 
Egyptian Pound Draft 4/ 10/03 10/08 10/08 — Ma fa > 
Sterling Pound Draft 5/ 10/09 10/09 10/09 we 
ON 
) d'Affaires asi. — 








G, E. Robert Meyer on 
Second Secretary of Embassy ail 


Z/ One Riyal equals 22 Guersh 


2/ Thése are official selling rates. The average open or free market rates 
during these months amounted to: Jan. 4/10, Feb. 4/11, March 4/17. The 
rate during March was as high as. 5/03. 


3/ This is an open market rate since there is no official rate. 


4/ This is the official bank rate established on October 12, 1956. ‘The average 
- n or free market rates during these months amounted to: Jan. 10/02, Feb. 


ope 
| 10/00, March 10/02. 
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5/ This is the official bank rate. The average open market rates during 
those months amounted to: Jan. 12/05, Feb. 12/11, March 12/16%. 
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Company Income Tax Problem". 








SUBJECT: 







Meeting of Vice President Kelly of AMEXCO with Minis 
- Surur and Director General of dtncome. Tax Jam Joome 


Vice President Kelly of the American Express Company's Frankfurt o 
arrived in Jidda on April 1, eae “ag by Mr. James May and Mr. Nicholas 
Battis of AMEXCO's Dhahran Office. Mr. “clly, who had been designated by 
President Reed of AMEXCO to act as principal negotiator for AMEXCO re the 


income tax problems arising out: of the operations of the Dhahran office, carried 
a letter from Reed to Minister of Finance Surur. 


Mr. Kelly was giver 2a longsinterview by Surur during the evening of 
April 3. He was received with sreat courtesy and the Minister of Finance 


od peucnyed eg 3SUN que 


3 v8 : : el 
Listened sympathetically to his problem. A meeting was arranged for twelve oo 
noon on the following day with Director Ueneral of Income Tax and Zakat 3) 
Shaikh Ahmad Jam Joome ne 
oo 
: . ses, Re ; ® 
On April 4 at noon 'Abd al-Hadi Abdun of Shaikh Muhammad Surur's Private _ | 
ffice met Mr. 


Kelly and his two colleagues and the reporting officer at the _ , 
as Palace Hotel,.and took them to Shaikh Ahmad's office. Shaikh Ahmad 
and his deputy, and his legal adviser, Harvard Law School trained “aki Yamani, 


received Kelly and his party, and a three hour discussion of the tax problem 
followed. 


ds 

; 1! 
Briefly, after Kelly's general explanation of AMEXCO's operations and yl 

Battis' (the AMEXCO accountant at Dhahran) more detailed explanation of Ol 

operations at the Dhahran office, sand explanation of nye he had been helpful st 

to the tax auditors, it developed that the Income and 4akat Department had 

been under a misapprehension with respect to some aspects of the Dhahran 

operation. Shaikh Ahmad decided, and Mr. Kelly concurred, that the whole 

matter be resubmitted to the Income and Zakat authorities in the Eastern 

Province for reconsideration. He observed, however, that the employees 

income tax, and a fine for failing to keep the books in Arabic, clearly were 

payable. He promised to refer.the latter matter to Finance Minister Surur 


so that he might have an opportunity to waive the fine, if in his discretion a” 
he so desirede ‘ | 


The meeting with Jam Joom was held in a very cordial atmosphere, and 
Mr. Kelly was very pleased at the results. Shaikh Ahmad promised to inform 


AMEXCO of the revised income tax estimate in four to six weeks. Mr. Ke 


prowised the reporting officer that the Embassy would be furnished acopy 
“of this estimate by the Dhahran office when» it was received and translated 


that, ,officee 
oBsete Jr /eh CONFIDENTIAL 
EPORTER 


ACTION COPY — DEPARTMENT OF STATE 


The action office must return this permanent record copy to DC/R files with an endorsement of action taken. 


a 


was 











‘ aa Page ___.._-f 
229 CONFIDENTIAL ates End, No 
(Classification) Dep. No. — 
is Fro 





Mr. Kelly, who had a long conversation with the Ambassador amd the 


« Yrepor 


ting officer on April 5, left Jidda for Frankfort, via Cairo, on 


ccs 


For the Ambassador: 


Robert B, Houghton 
Second Secretary of Embassy 


Dhahran 
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SUBJECT: Saudi Government Requests Foreign Banks to Prov¥de Foreign Exchange. my = 
eal 
a . : ry 
| The despatches under reference reviewed the financial: situation in Saudi 
Arabia and the measures adopted and later modified ‘by the Saudi Ministry of iS 
“inance to control imports because of the shortage of foreign exchange. During# 9 


the first week of May, Sayid Ma'Tuq HUSSANAIN, vice-governor of the Saudi tw 
Arabian Monetary Agency, Ministry of Finance, held a meeting with representa- fh 
tives of all banks in Jidda, At this meeting he handed out a memorandum, which J 
he stated was not for publication or circulation, in which the Saudi Government? 
requested the banks to cooperate during this period of exchange shortage by 

making their own foreign exchange available to traders. The memorandum suggest 
that the banks can meet the present trade requirements of Saudi Arabia merely 

by advancing their own capital and credit facilities until such a time when the 
Saudi Government is able to repay such advances. A translation of that memoran- 
dum is enclosed. 


Representatives of the various banks in Jidda did not,,of course, take too ( 
kindly to this request and particularly resented the veiled threat that the ~ re 
banks' business will perhaps be limited to the amount of foreign exchange they ' 
themselves make available to traders from the banks own capital; and that those 
banks that don't cooperate in making foreign exchange available to the traders 
will be digcriminated against by the Saudi Government. The banks consider this 
to be*’a f of blackmail. 


0) 
> 
e 
om 
Cs 
The reporting officer had the opportunity recently to discuss this matter — 
briefly with Sayid Ma'tuq. He stated that it was not the intent of the Saudi fi. 
Government to force the foreign banks out of business but merely to point out | CG; 
that the Kingdom needed their assistance at the present time in getting over y 
the current financial crisis. After all, Ma'tuq stated, the foreign banks sinh 
promised when opening branches in this country to help safeguard the economic Oj 
stability of the Kingdom. However, he said, not one foreign bank brought any 16) 
capital into the country. They all operate, he said, on the foreign exchange N 
provided by the Saudi Government. The reporting officer suggested that the 
banks appear to have extended considerable over-draft facilities bef and 
after the Suez Crisis and that much of this had yet to be met by the Sau 
Government. Ma'tuq stated that the Saudi Government was fulfilling fe mise © 
made early in April by the Finance Minister to repay this foreign exchange in ep) 
four equal instalments (See Embassy Despatch 238," April 16, 1957). ny 
emphasized that the banks have been operating in Saudi Arabia withou x 


invested capital | 
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invested capital and that they have a responsibility to help stabilize the | 
economy by making some of their capital available to the merchants. He 

stated that as the banks use this foreign exchange it will be repaid to them 

by the Saudi Monetary Agency on a monthly basis (beginning about August or 
September) and in this way the present crisis will be overcome. 


The reporting officer understands that most of the banks are now corres- 
ponding with their head offices regarding this matter. It is also understood 
that the Pakistan Bank has already indicated a willingness to extend foreign 
exchange up to the equivalent of $500,000. The local manager of the Jidda 
branch of the National City Bank of New York stated that he had been asked to 
supply at least U.S. $5 million but that this amount was much too large. 










G. E. Robert Meyer 
Second Secretary of Embassy 


Enclosure : 


Memorandum dated May 8, 1957 from 
the Saudi Arabian Monetary Agency 


_ _ 
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| SAUDI ARABIAN MONETARY AGENCY : | 
May 8, 1957 


Private Memorandum not for 
Publication or Circulation 


His excellency, the Minister of Finance and National Economy, has kept 


his promise and paid you the exchange installments as due‘and the rest will 
be paid in time too. 


You are aware of the moral responsibility that -has been placed on banks 
due to the fact that only a short time ago exchange was freely available to 
banks to dispose of as they saw fit. The condition through which we are now 
passing has never come up before; it is a condition which occured naturally, on 
but it has enabled us to examine the feelings and attitudes of the banks as ie 
a whole and individually and to understand their feelings toward gi 
assistance to this country. -Therefore, we wish to know each bank's capability; 
how far can it go at the present to facilitate commercial transaction of the 
country and what will the future possibilities be after this crisis is over. 


This will be the basis on which the Government will limit the possibilities 
of each bank separately, and the banks as a whole, as the Government is thinking 
seriously of limiting the work of each bank to his present capability. If these 
capabilities are insufficient to meet the requirements of the country, the country 
will be obliged to benefit from other interested foreign banks abroad by per- 
mitting them to open branches. The government has rejected this idea and believes 
that the capabilities of the present banks, which have sufficient capital and 
facilities from their correspondents or branches or Head Offices, can meet the 
requirements of the country. The protection of the interests of the present 
banks is necessary in order that theymay get sufficient profits compared with 
their invested capital in the country and the facilities which they are getting 
from their correspondents and Head Offices abroad. 


You are aware that the government has decided to import certain essential 
commodities without license, and to issue licenses for semi-essential commodities. 
It will lighten the load on banks by not importing items which the country does 
not need. If the importation of these essential commodities ceases the result 
will affect us all adversely. In the past, banks have enjoyed full freedom of 
action and considered any limitation on that freedom as an act with which they 
should not cooperate. They want to continue on the same basis. If we look back 
on the month of December 1956 and compare it with what we gave to banks in 
April 1957, which was considered to be a morith of crisis by some of the banks, 
we would not find a great difference. Matters during that month and the prior 
month were passing smoothly, banks were receiving their exchange from the Agency 
and carrying on their business. We notice it is not so now. erefore, the 
Saudi Arabian Monetary Agency wishes all banks, who are declaring their faith- 
fulness to the country and meeting the country's requirements and looking after 
her interest, to use a large part of what they consider reserves for the 


: opening credits © | 
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opening credits and to execute the text of licenses. I will recommend to the 


pertinent committee that it limit as much as possible the number of licenses 
covering non-essential commodities. I am confident that if banks show their 
willingness to open credits, conditions will return to normal. I believe that 
it is suitable to inform you that the reasons causing the shortage of exchange 
have gone, thank God. 


You might ask what the Agency will do when banks meet the requirements of 
merchants. It will distribute to banks all the foreign exchange it holds and 
will overdraw its accounts as much as possible and will explain matters to H.E. 
the Minister of Finance and National Economy in order to arrange to obtain 
foreign exchange as he sces fit. 


Finally will banks please consult with each other and decide what you can 
do to improve the present situation. The Agency is ready to cooperate within 
its jurisdiction and will submit the necessary recommendations to His © 
Excellency the Minister of Finance. 
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SUBJECT: A Review of woreign boxcharnpe and Trade Controls and 6 


Saudi Arapia. - ; 2 ile : b 

Cad oy aes ray rg ie 

BEGIN UNCLASSTE re . oY ts 
ree 
The despatches under reference, so far as possible, covered developments 
in the financial situation in Saudi Arabia leading up to and immediately follow” 


ing King Saud's address to the Economic and Financial Conference in Jidda on 
June h, 


It is the intent of this despatch to furnish the Department with the 
oackground material referred to in some of the referenced despatches and to 
review briefly conditions during the past several weeks, 


‘Despatch 289, Econ Section, Item 9, referred to an article in the May 25 
issue of HIRA, a weekly newspaper in Mecca, attacking the Ministry of Finance 
and National Economy and the Ministry of Commerce. A copy of that article is 
attached as enclosure No. l. : 


On June 1, 1957, HIRA published a statement (broadcast over Radio Mecca 
on May 30) made by a spokesman for the King announcing that King Saud had 
ordered a Financial and Economic Conference to be held in Jidda.e The Conference 
was subsequently held on June . A eopy of this statement is attached as 
enclosure Noe 26 


Zgol-S/lel*vsess 


Despatch 289 also reviewed briefly the address made by the King at the 
June )} Financial and Economic Conference, A copy of that address is attached 
as enclosure No. 3. In the address the King stated that he had appointed his 
Uncle, HeRsH. Amir Musa'tid ibn 'Abd al-Rahman, Chairman of a Special Comnittee 
to listen to complaints and make recommendations for improving the economic and 
financial situation, Some of the recommendations, including import regulations, 
exchange controls and a currency law, that were subsequently made public or are 
being considered by that Committee, were reported in Embassy Despatch No, 305, 
June 27, 1957, Econ Section, Item l. 







Import Control Regulations. 


A translation of the Import Regulations (Royal Decree 30=3=25920f June 22) 
referred to in Despatch No, 305 is attached as enclosure No. he The psmport 
Control Regulations may be summarized as follows: ES 
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Import Licenses, 


A. General. 








1. All imports are made subject to an import license, 
2 For the purpose of facilitating the issue of licenses the country 
will be divided in three territories: 


a) Western Territory: Jidda 
b) Eastern Territory: Dammam 
ce) Center Territory: Riyadh 


Licenses for the import requirements of each territory will be issued 
by a committee especially formed for that purpose at the places mentioned, 


3. Licenses will be in the name of applicant (importer) and are not 
transferable, 


83, Terms and Validity. 
1. Licenses may be utilized either for imports on a D/A, B/C or L/C term, 


2e Letters of Credit are to be opened within 2 months from the date of 
issue of the import license, If not utilized within titis period, the 
< license will be null and void. : 2 
35. When imports are effected on a collection basis (either D/A or D/P) 
the importer has to inform the committee - which issued the license - 
‘in writing, specifying the date of the relative contract (s) with the 
exporter, This date should ie within a period of two months from the 
date of the license against which the import concerned is to be effected, 


as 
4. In case of D/A terms, remittance of the proceeds has/a rule to be 
effected within 6 months from the date of importation, 


C. Commodities to be Licensed, 


1. In order of their importance the import requirements have been 
categorized as follows: 


‘a) Foodstuffs, provisions, spices, cattle, animals and medicines. 
b) Textiles, cheap clothes made of cotton or artificial silk, building 


tools, mineral oils, fuel, mechanical equipments, spare parts and 


4 transportation,means with the exception of small motorcars for less ° 
than 7 passengers, 


c) All remaining kinds of merchandise, 
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The issue of licenses will be based on past performance of the apnli- 
cant. Import licenses for the first group of commodities (2a above) 
will be issued liberally. 


oreign Exchange. 


1. 


Re 


The Minister of Finance will allot the foreign exchange available for 
the imports inte the country on aquarterly basis. 


This total will be distributed among the committees in the 4 territories 
on the basis of the official statistics of past imports into each 
territory, after taking into consideration any incidental demand for 
new imports by each of the territories. 


This allotment constitutes the limit up to which import licenses will 
be issued in the relative territory for the duration of the period for 
which the allotment has been made, 


In addition to the above directions of the loyal Decree we have to 
mention that present import licenses (those issued prior to the 
publication of the relative Decree) remain valid, They have however 
to be revalidated by the importerupon arrival of the shipment. 


The three Import Control Committees mentioned in the Import Regulations 
wére set up shortly after the promulgation of the Regulations but to date have 
done little more than to ‘establish rules of procedure and to issue a few annonce- 
ments inviting merchants to submit applications and records of past imports, 


Foreign Investment Regulations 


Article V, Item 8, of the Import Regulations referred to the Regulations 
for the Investment of Foreign Capital (Royal Decree No, 21-1-2325 of April 20, 
1957) a translation and summary of which were sent to the Department under cover 


-of Embassy Despatch No. 5306, June 27, 1957. 


Foreign Iixchange Control Regulation 


7 


In Despatch 305, June 27, the Embassy also stated that a new Foreign 
pa ts So ee a ton was being considered by Prince Musa'id's Special 
oO ec, s Regulation was published in the July 19, 1957 issue of Al-Bilad 


of 


ae under Royal Decree No. 30=-1-2553 dated July 16, 1957. A trans lation 


egulation is attached as ‘enclosure No. 5. 


Two days after puplication of the Foreign lixchange Regulation Al-Bilad 


al-Saudi 


carried a statement made by the Minister of Finance regarding this 


Regulation (See enclosure No. 6). 


It should be noted that the application of the Foreign Exchange Regulation 
is limited to that foreign exchange allocated by the Minister of Finance for trad 
and private remittances and does not apply to the foreign exchange allocated to | 
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the various ministries or to the Royal Family nor to that foreign exchange 
obtained from sources other than the Saudi Arabian Monetary Agency. Tloreign 
exchange acquired from otter than official sources may be freely used in any 
way. This applies to, the foreign exchange earned by exporters and those engaged 
in selling services (such as transportation agents). The exchange market may 
be used freely by those who wish to buy or sell their unofficial foreign 
currency. In accordance with the loreign Ixchange Regulation an Exchange 
Control Department wax set up. This Department's function is to administer 

tie new Regulation, to keep a record of the expenditure of all foreign exchange 
covered by the Regulation, and to approve all remittances other than those made 
for trade purposes. 


The Regulation provides that foreign exchange sold by the Monetary Agency 
for trade purposes may be transferred only through banks b. means of letters 
of credit or in settlement of bills for collection, 


Non-Saudis may remit abroad 50) oftheir net salaries if their families 
are with them in the Kingdom, and 70% if their families are residing avroad. 
NonsSaudi independent workers may remit up to 50% of their net income, Remittances 
by investors of foreign capitalare controlled by the Regulation for the Invest- 


ment of Foreign Capital. 


With respect to the investment of Saudi capital in Arab League countries, 
the Exchange Control Regulation stipulates that such investment may be made on 
the basis of reciprocity provided foreign exchange is available and provided 
the host country agrees to repatriate the invested capital if necessary and in 
the same currency originally invested and provided profits may be repatriated, 


Review of Current Conditions 


As reported in Iimbassy Despatches No. 238, April 16 and e263, May 15, the 
serious shortage of foreign exchange resulted in pressure being placed on the 
banks by merchants and on the Saudi Monetary Agency by the banks and, by a 
peculiar twist in logic, on the banks by the Ministry of Finance, In April, 
the Ministry of Finance promised to meet the banks! outstanding oi ligaticns 

. for foreign exchange (éstimated at about US pO million) by selling them foreign 
exchange in four equal installments, The last installment due on May 16 was not 
made until June 24. In the meantime a variety of ‘import, licensing controls and 
repulations were announced and amended from time to time, 


These culminated in the most recent Import Regulation (enclosure No, |) 

and the Foreign Exchange Regulation (enclosure No. 5) described above, No regular 

allocations of foreign exchange for trade or other remittance purposes have 

been made since February and March and those made at that time were ominal, 

The restriction on the normal flow of foreign exchange for trade did, of course, 

affect imports and, to some degree, commodity prices. However, shipments on a 

D/P or similar basis continued to arrive and banks to the extent possible released 

docunents against riyals and as an accommodation to clients occasionally opened 

letters of credit without requiring clients to provide foreign exchange, Bank | 

obligations or commitments so acquired for all of Saudi Arabia accumulated at | 
__the estimated monthly rate of US $20,000,000 during April, May, June and July. 
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| On August 1, the bank managers met with the Saudi Arabian lonetary Agency 


and wee informed that these »nank commitments, estimated by SAMA at a total of 
US 365 to yo0 million for all of Saudi Arabia, would be repaid in installments 
beginning August or 5. 





The officials indicated that for the first quarter of the Moslem year 1377, 
2 total of US $52.5 million would be made available for new trade and retirement 
of old bank commitinents. It was indicated that approximately 25% of that 
figure would be used for old bank cormitments and the balance or 75% for new trade 
and personal and other similer remittances, With reference to tiis latter 
figure, the Exchange Control on August 6 informed the reporting officer that on 
August 5, the three Import Control committees (see Import Control Regulations 
above) were allocated a total of US 330 million to be used for trade purposes 
for the first quarter of the Moslem year 1377 (July 26, 1957 through July 17, 
1958). The Jidda Committee was given US} 18 million, the Riyadh Committee 
US 36 million and the Dammam Conetites US 36 million. 


This will leave approximately US $3 million for personal remittances 
Any unspent balance will be given to the banks towards old comnitments. 


Some of the banks! commitments are supported by import licenses issued to 
merchants prior to the new Import Regulation. Some of these, as a matter of 
form, may have to be revalidated when documents arrive, by the New Import 
Control Committee and foreign echange will then be made available for that 
old revalidated license from the foreign exchange allocated for. "new trade". 

(It is expected to take anywhere from 6 to 10 manthe to retire outstanding 
bank commitments, ) 


It is interestint to note that if the Import Control Committees are given 
US $10 million monthly (or US 120,000,000 per year) for allocation to merchants, 
and if goverrment ministry and Royal Household imports (exclusive of military 
equipment) are made at a level relatively corresponding to that of previous 
years, Saudi Arabia's total annual imports (excluding imports by Aramco est. 
at US $50 million) for the new Moslem year 1377 (July 28, 1957 through July 17, 
1958) will amount to approximately US $200 million. ; 
ND UNCLASSIFIED 
BEGIN LIMITED OFFICIAL USE 


Although Aramco's monthly net payments to the Saudi Government are 
presently running at the rate of between US $13 and 1) million per month, these 
do not reflect amounts already paid to SAG in the form of tax assignments, 


It may be estimated that SAG's net income during the year 1377 will amount 
to about US jR00 million from Aramco tax and royalty payments, US $20 million 
from Aramco local expenditures, US $30 million from pilgrims, US $10 million 
from sundry exports and other sources, This makes an estimated total net 
foreign exchange income of aboyk /w60 (fox the year 1377. 
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CLOSURES : 


1. 


Translation of Hira article dated May 25, 1957. 
a 4 


Translation of Hira article dated June 1, 1957. 
"Important Speéch ch about the Conceern of Wis Majesty for the 
Comfort of His People." 


Translation of Al-Bilad article dated June 5, 1957. 

"The Historical Everlasting Speech which H.M,. the King delivered 
at the beginning of the Economic and Financial Conference at the 
Royal Palace in Jidda on the morning of June }, 1957," 


Royal Decree 50-3-3-2392 dated June 22, 1957 Regarding Import 
Regulations and Use of Hard Currencies. -" 


Translation from Al-Bilad of July 19, 1957, 
Royal Decree 30-l\-1-2535 of July 16, 1957 Regarding the Use of 


Yoreign Exchange. 


Translation from Al-Bilad dated July 21, 1957. 
"Statement oy vne lfinister of !’inance and National “conony 
Concerning the Foreign lixchange Regulation," 
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Hira Now 27 


Saturday, May e5, 1957 


"Hira writes to the Ministers" 

To the Ministers of Finance and Commerce: 
Your Excellencies: 

Greetings: 


We have been urged by sincerity and tempted by the hope of reform to 
write to you. 


None of us, we the people of Saudi Arabia, know exactly the job, the 
function or the duties of the Ministry of Finance and National Economy and 
the Ministry of Commerce. We do not see any evidence of the activity of these 
two Ministries in the very important field on which the existence of every 
nation and every country is based on, i.e. the economic field. 


}. What has the Ministry of Finance done as a Ministry of National Economy? 
What has the Ministry of Commerce done towards theestablishing of a well 
organized and useful economic system for the Kingdom? 


Our economy, we say it frankly and sincerely, is not an economy as 
indicated by the word and has no resemblance to the economy of any country 
in the world, even in the most backward countries. 


It is confused and futile. It has no control nor links; no features; 
no limits; and no benefits for the country and its people. The benefits 
and the advantages go to few individuals, and to the foreigners (companies 
and individuals). Such persons, foreigners and natives, who are making use 
of the open commerfial and construction markets, take the fruits and the 
benefits out of the country. They leave our country as it was, a country 
without factories, farms or economic projects, and build for themselves, 
there in their’ow countries, factories, farms, economic projects, buildings 
and streets. 


The biggest crisis today which came as a result of our confused economy 
is the rise of prices, This manipulated artificial rise of prices is for the 
benefit of a certain few individuals. 


We have seen no action by the Ministry of Finance to stop the fohling 
with prices except the issuance of a series of statements to the merchants, 
to the people and to the banks. Some of these statements were warnings and 
the others provided terms for importation and currency transfer, a matter 
which has added to the complication of the situation and gave good opportuni tied 
___to the banks to have control over the merchants and consequently over the 
public which has been aff Se 
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The public's complaint of the high prices is increasing, am the 


Ministry of Finance has increased its activities in issuing more statements, 
one after another, From the Ministry of Commerce we hear nothing. 


In the Ministry of Finance there are sections for economic studies and 
statistics, The job of the first section is to attend the economic conferences 
of the Arab countries, receive their reports and keep them on the shelves, 
This is in spite of the fact that that section is being operated by a big 
number of experts and financial advisers, natives and foreigners, who are 
being paid generously. If such generous payment for those employees had been 
paid as differences of prices for the imported goods or as relief for the 
customs tariff increases we could have lived in abundance and pleasure, 


With regard to the section of statistics, we do not know if it is the 
statistics of the imported goods, consumed goods, statistics of the country's 
need for foodstuffs or construction materials, or statistics for the income 
and expenditure of the individuals, or statistics of the commercial packages 
that arrive at the port. But we know the result. It is just like that of 
the section of economical studies exactly. 


We then want to ask H. E,. the Minister of Finance and National Economy, 
what is the practical economic meaning of the various "Payment Agreements" 
which his Ministry has concluded and from which we can feel no effect on our 
economy, neither with respect to an increase in goods nor in monetary 
facilities - unless such effects are enjoyed only by the other parties. 


' How long ‘shall this situation continue? Isn't it time to review the 
Agreement of the Egyptian Pound? Every economic and political agreement must 
be of mutual benefit to both parties. Can anyone explain to us the benefits 
which we gained by such agreements? We can certainly state the contrary. 


The investment of Saudi funds abroad, is it a sound and wise economic. 
action? Especially we are opening wide the gates of our country for active 
foreign funds. Why are not the Saudis forced to invest their. money in their 
own country for building factories, establishing farms, or other importation or 
production projects, 


It is not reasonable for the owner of a home to leave his home for a 
‘foreigner to make use of while he goes to use another home, As long as his 
house can be utilized, he better live in it in order to do his best and keep 
it in order, to reform it and make it fruitful, 


All countries to which we permit the exportation of our money place 
most severe restrictions on personal remittamees of their citizens to our 
country, to such a degree that they limit the amount of money to be carried 
by their nationals coming to our country. They obtain just enough to cover 
living expenses at a very low grade, in comparison to living expenses in 
his country. 


It is not reasonable that certain Saudis invest their money and capital 
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in commercial projects which are useless to the people and to the country | 
but at the-same time bring them profits in the easiest and shortest way. 

We mean projects such as: Coca Cola, Pepsi Cola, Kitty Cola and other foreign 
soft drink plants. For these they established factories and spent lots of 
money for advertising. They thought that they had done a favor to the 

Kingdom. 


We have been in need, for a long time, for food and textile factories, 
and at the same time to avoid the failure of this ai which we call 
figuratively "National", 


Examples of the failure of our national economy are those national 
companies which cause, by their free, uncontrolled way of operation, a lack 
of confidence in Saudi companies. Let their Excellencies, the Minister of 
Finance and National Economy and the Minister of Commerce, imagine that one 
of these numerous companies, for example, distributes only 9% profit after 
six years of operating successfully at 100% profit. 


Ave there no laws applied by the Ministry. of National Economy and the 
Ministry of Commerce for such companies in order that the shareholders may 
secure their rights and in order to establish even a little confidence among 
Saudis in such national companies? 


Something else, about such companies -- isn't it time to pui an end to 
the horrible trick to which the big capitalists resort, They call themselves 
the entrepreneurs and cover more than half the capital of the company which 
they establish, and by that they will be able to have full control over the 


future of the company without being affected by the joint votes of the other 
shareholders? . 


With respect to foreign merchants also, individuals and companies, 
isn't there a regulation that assumes a safe and clean economy for the country, 
so that these companies can serve the country while they also benefit 


provided that they work within certain limits and do nottrespass the local 
merchants? 


There is a feeling of astonishment and wonder in everybody's soul about 
the increase in the cost of gasoline from 3 riyals to 5 or 6 riyals for a 
tin (5 gal.) in a country which produces the gasoline} There is also a 
feeling of astonishment and wonder for considering gasoline as a commodity, 
while it is as necessary as cars to secure transportation either for owners 
of cars or for those who hire cars, and for considering certain foodstuffs 


like sugar, tea and others, as commodities by collecting custom duties on 
theme { 


There is a feeling of astonishment and wonder for the increase of shop 
rents which has occurred without any justification except the greediness of 
‘the owners. The responsible authorities permit them to enjoy a freedom 


which ,is oppressive to others. The misfortune, of Dirieiais fell on the 
consumers and not on the merchants. 
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The most difficult. problem of today is the problem of hard currency. 7 
Maybe the "Payments Agreements" to which we referred are the main cause of 
this problem. In brief, we want to say that the Ministry of Finance and 
National Economy by its policy in this connection has given to the banks a 
golden opportunity to control the merchants and consequently the people. 
It (the Ministry of Finance) neglects, postpones, refuses, and objects to the 


requests for money transfer. This results in the baack market and an increase 
in prices. 


We know about a disgraceful case against the Bank of Cairo in Jidda which 
we will publish in a coming issue, 


We do not know either the mission, the work, or the job of the Ministry 
of Commerce because we do not see, in spite of its big administrative system, 
any economic effects in the country. We do not know also what the Chamber 
of Commerce, which has been established before the Ministry of Commerce, 
has done except to collect contributions, tthe annual fees from the merchants 
and the shop keepers, and the fees for issuing certificates, although it 
distributes addresses among its close members and others, 


The brief examples of the failure of our national economy which we outlined 
above, do not cover all the economic problems, misfortunes of bad investment, 
and the neglect of responsible officials of their duties. They are only brief 


examples which we believe are enough to prove that we are in urgent need for 
sincerity and reform. 


a 


<> May God grant success to the two Ministers in order to reform our 
‘national economy" and solve its problems. 
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IMPORTANT SPEECH ABOUT THE CONCERN OF 
HIS MAJESTY FOR THE COMFORT OF HIS PEOPLE 
Source: HIRA | 
Saturday, 
June 1, 1957 


Mecca Radio announced the following: 


We have received from the Broadcasting Office in Riyadh word that a 
spokesman for His Majesty gave the following speech: 


Events in the Middle East over the past few months have left behind 
them a shortage in foreign exchange and confusionin commercial markets and 
financial circles, This confusion has caused distress to the merchants of 
the country due to the shortage of foreign exchange. 


This situation was expected due to high policy of assisting our brothers 
in Arab countries with a great part of our foreign exchange and to the 
stoppage of Saudi oil to markets during the aggression against our sister Egypt. 


The situation has become more serious than we had expected and has so 
concerned His Majesty that he has decided to pray to.God and personally to 
end the situation. He has found out that this shortage of exchange .has 
resulted in a rise in the price of essential commodities, It is the wish 
of His Majesty to put matters in order and to preserve the prosperity of 
His people. 


His Majesty has ordered that a Financial and Economic Conference be 
held next week. Members of that conference will include a number of essential 
commodity importers, merchants, experts from the Ministries of Finance and 
Commerce, bankers and financial firms, He will attend the conference personally 
and will listen to the complaints of importers, views of financial men and 
bankers and suggestions of the experts for a system to put a successful end to 
this situation, to balance trade with the necessary foreign Seas and to 
save the prosperity of the people, 


There is no doubt that experts and financial persons agree that in | 
normal times there is sufficient foreign exchange and that our economy is 
basically strong with a better future than that of any other country. His 
Majesty is certain that this dudden situation will pass. 


Thanks to God the country is in good shape economically and has good 

prospects. We can rejoice for the future as we see such building activity 
all over the country. If His Majesty has a doubt in this respect it is due 
to the fact that the capitalists of this country, big or small, are not working 
together in groups to establish national companies to carry out economic 
projects and large industrial and agricultural_projects as was done by our 
neighbors in the East who are less wealthy than we; 6g. Syria —.. on the one 

hand and Pakistan on the other, The same is true of all other Moslem agate) 
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Comparatively we are late in this respect although we have the capital 
and the ability;our government taxes and the assistance of the government are 
much more favorable and should encourage us to be quick to build our 
eConomy e 


His Majesty hopes and wishes that this conference will lead to the 
establishment of a base for foreign exchange and to the alleviation of the 
disturbed commercial markets. His Majesty wishes at the same time that all 
proprietors of all firms prepare suggestions for production and industrial 
projects on which the country dppends and are necessary for its welfare and 
for which we are dependent on others, If we do this we will show His 
Majesty that we are behind him and are looking for the benefit of our beloved 
country. His Majesty asks that capitalists keep theircapital in the country, 
to spend it on projects here, am not to export it for investment abroad. 


His Majesty will do His utmost to assist and will look out for the 
welfare and prosperity of the nation, 
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Al-Bilad al-Saudiyah No. 268 7 
. Wednesday, June 5, 1957 
The Historical Everlasting Speech which H. M. the King 
delivered at the beginning of the Economic and Financial 


Conference at the Royal Palace in Jidda on the morning 
of 6/11/76 (June , 1957): 


Before I start my speech, I would like to welcome you and express my 
pleasure for meeting the businessmen and trade's people, in order to talk 
with you on matters of interest to the country, and on the question of re- 
viving commerce, and improving life for all classes of people. I want to 
tell you, before anything else, that I am very disturbed by the présent 
condition. because of its effect on the poor, which is caused by the rise of 
the cost of living of the people whom I regard as myself and my-sons, and 
because of the delay in imports due to a shortage in foreign exchange. There 
are many reasons for this: 


1. You know that when the aggression upon Egypt took place we stopped 
the flow of oil to the commercial markets from Bahrain and from the Saudi 
ports to the aggressive countries, This has cost the country much, 


(2. The blocking of the Suez Canal as a result of the aggression made 
importation from distant countries difficult. 


3. We aided our brothers, the Arabs, with loans, Although this added 
to the difficulty of the situation, we have carried out our duty towards our 
brothers - the neighboring countries. : 

On the occasion of our meeting today I would: like to state that I have 
decided to put an end to this condition and I will treat it myself on the 
following basis: 


Commercial transactions should proceed on a strong and firm basis, in 
which there is no fooling or delay because the delay will be harmful to the 
public interest. I am very much interested in the living standard of the 
country and in relieving the poor who rely on the local markets. If the 
goods on local markets are expensive it will be difficult for the poor to 
live. This matter interests me more than anything else because I am responsible 
before God for inspecting the condition of the Moslems who are under my rule, 
relieve them of hardships, and improve their living stamlards, I believe 
that it is easy to attain this end. Thanks to God, the Government is wealthy 
and the merchants are also doing their best to import those necessary items 
which are more useful for the poor than the rich. 


On this occasion of our meeting here we must put an end to these problems, 
Facilitate your orders from abroad. Flood the markets with foodstuffs, 
clothes and other important items so that the poor will be able to secure his 
and his sons living and at.the same time feel secure that his Government and 
__the capitalists have made living supplies available, 
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On this occasion also I am ready to listen to any complaint or Ponies 
against any action that may harm trade. I have formed a committee under the 
chairmanship of my uncle, Musa'id (HRH Amir Musa'id 'Ibn 'Abd al-Rahman), and 
including the Minister of Finance, my counselors, some of the capitalists dnd 
two of the Legislative Council, in order to put an emd to this condition and 
return the situation to a normal status with respect to imports and hard 
currency. 


The other matter refers to my brothers the businessman who have capital 
because you are now in a position to make use of the wealth of your country 
which has been enjoyed by foreigners more than by you. This, I believe, is 
your fault and not ours because we opened the gates widely. 


I am devoting my life to the glory of all the Arabs and to the glory of 
this country, particularly with a to ubilizing its natural resources, 
and helping to ease difficulties. I appeal to you to wake up and use your 
capital, even with foreign capital, to utilize the resources of your country. 


There is wealth in your country. There are minerals, peace and security. 
Your country is being observed for its political and economic aspects, Wherever 
you look, right or left, you will find that there is some sort of confusion 
and other things in every country while this country is peaceful and secure. 


My doors are opened to the poor before the rich. Justice, Shariah, equity, 
security and safety exist by the grace of Allah and by adhering to our religion 
and our principles of truth, sincerity and good wil. 


There are some individuals , government officials and non-governmental, 
who export their money from this country. Thisis not right and I can't accept 
or approve that. Money must be invested in the country itself, unless such 
persons have no confidence in their government, country or their future, 


I am ready, opening my doors, ears, and heart for anything concerning 
the welfare, happiness, and progress of this country, without paying attention 
to the difficulties that I may face and the troubles that may effect my body 
and health. I will never let anything hinder me from doing these duties, I 
appeal to you to wake up and use your money in the interest of the country; 
in manufactures, factories, construction and other projects that are useful 
for the country and yourself, I repeat that I am quiite ready to help you 
by influence, facilities, moral and material aids, 


All these things I wanted you to hear, We are now forming this committee 
so that you can meet with it and it will look into your complaint and put 
an end to these difficulties, \ 


We also see that it is of interest to look into our local currency, 
because the Saudi currency is not accepted in the other countries. It would 
be useful for our currency to be accepted in all countries in the same way 
we accept other countries! currency. It is natural to expect this. I be- 

lieve that some of the confusion occurred for this reason. We all, Government_ 
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and you the attendants, must work for the welfare of the people and the 
rising of the standard of living, so that we will have’ done our duty 
which God has ordered.. 


That is all I have, If any one of you have an urgent remark or other 
matter I am ready to listen to him. This committee under the chairmanship 
of my uncle Musa'tid will meet with youe We will overcomé every difficulty. 
You will not leave unless every matter proceeds as expected, fruitful 
for the cuuntry and for your trade. ‘I wish God to grant us success and I 
support His religion and make His word superior. 
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ROYAL. DECREE | 


50-3-3-2392 dated 2/11/1376 (June 22, 1957) 
Regarding import Regulations and Use of 
ar urrenciles 


We, Sa'ud ibn ‘Abd al-'Aziz al Sa'ud, King of Saudi Arabia; 


In view of the exceptional and; emergency circumstances in the international 
situation which led to a reductio e country's hard curretcy income; 


And in view of the necessity for. taking extraordinary and temporary measures 
to guarantee the use of foreign currency in the best way and in a manner that 
agrees with the general national interest; 


And being desirous of regulating transactions dealing with the import (trade) 
and of economizing for importers; 


Have ordered the following: 


Article I: A Committee shall be established in Jiddah, in Riyadh and in Damman. 
The functions of this Committee shall be to study import applications and to 
issue the licenses for them in accordance with these regulations. The Jiddah 
committee shall consider applications in the Western Province of the Kingdom; the 
Riyadh Committee shall consider applications in Najd Ppovince; and the Dammam 
Committee in the Eastern Province. 


Article II: (The members of) each of the committees mentioned in Article I shall 
be selected in the following manner: (there shall be) two representatives who 
are not merchants (and who) shall be appointed by the President of the Council 

of Ministers; two representatives from the Ministry of Finance and National 
Economy to be appointed by the Minister of Finance and National Economy; two 
representatives from the Ministry of Commerce to be appointed by the Minister of 
Commerce; and two representatives from the merchants to be chosen by the merchants. 
The chairman of each committee shall be chosen from among its members by secret 
ballot during the first meeting of each committee. The chairmanship shall be for 
one year. Each committee shall have a secretary appointed by the Minister of 
Finance and National Economy. The decisions of the committee shall be made by 
majority vote; if the votes are tied (there are eight members including the 
chairman), the side on which the chairman votes will be the winning side. The 
secretary of the Committee shall have no vote. The Minister of Finance and 
National Economy shall appoint a sufficient number of employees as required 

by the work. 


g » 
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Article IIT: The Minister of Finance and National Economy shall fix in advance 
the minimum amount of foreign currency for which import licenses shall be issued 
during each three-month period. Each of the three committees shall be notified 
in advance--on 1 Muharram, 1 Rabi! II, 1 Rajab, and 1 Shawwal of each year--of 

the amount of foreign currency allotted to each committee for each (three-month) 
period, The total (annual) amount of foreign currency shall be distributed among 
the three committees on the basis of official statistics, with consideration being 
given to new requirements which might arise for each of the three provinces. 


Article IV: The Saudi Arabian Monetary Agency shall guarantee the foreign currency 
allocations for each of the three committees. With banks in each province the 
__ Agency shall make the arrangements required for opening credit without delay for 
“éach person in the province who is a-licensed importer. The importer has the 
right to—choase thg bank through which he wants to open credit. 


Article V; In accepting applications and issuing licenses, the Committees shall 
Observe the following principles: 


1. Import applications shall be submitted to the Committees concerned on 
the forms prepared for that purpose. Statements showing what the applicant had 
imported during the previous year, as well as statements showing separately all 
his imports in every period mentioned in Article III, must be attached to the 
application. Applications should be sent by registered mail or submitted by hand. 


2. Applications shall be recorded in serial numbers in accordance with the 
date on which they are received; and each applicant shall be given the number of 
his application and its date. 


3. Applications of all merchants who are not registered in the Commercial 
Register on the date their applications are submitted shall be refused. The 
provinces where no registration offices have been esplished shall be exempted 
from this ruling until such time as such offices are established. This condition. 
shall not forbid the giving of an import license to non-merchants if the item to 
be imported is for personal use only. 


he Each Committee shall distribute the amounts of foreign currency allotted 
to each Committee to the various items in the same ratio of what was imported of 
each item during the period corresponding to the period during which the currency 
is allocated. In‘doing this, each Committee shall be guided by the average imports 
of that item for the same period during the previous three years. Each Committee 
may, within reasonable limits, increase or decrease the amounts allotted to certain 
items in accordance with requirements for (a given) item based on information re= 
ceived by each Committee from th e (Government) agencies concerned. The Committee 
shall inform the Minister of Finance and National Economy of its decision in 
this respect as soon as the decision is made. 
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5e The Ministry of Finance and National Economy, the Ministry of ace 
and the Municipalities--each in its own field--shall provide the said Committees, 
regularly every 15 days, with statistics showing the kinds and quantities of 
imported goods, with information on the state of the market, and with all 
information requested by the Committees to assist them in performing their 
functions. 


6. The imported items will be classified into three groups on the basis 
of the following priority: . 


ae First group: This group includes foodstuffs, dry goods, 
and livestock listed in sections 1, 2, 5, and 11 of the 
Customs Statistics for 1373 (10 Sept. 1953-29 Aug. 195),); 
medicines and medical supplies. 


b. Second group: This group includes products and everyday 
clothing made from cotton and artificial silk, construc- 
tion equipment, mineral oils, fuel, mechanical equipment, 
spare parts, and means of transport listed in sections },, 
7, 8, and 9 of the Customs Statistics for 1373, with the 
exception of small cars which cannot seat more than seven 
passengers. 


c. .Third group: This group includes all other items (not 
listed in the sections referred to above). 


7. in accordance with Paragraph }; of this Article, licenses for the first 
group shall be given freely within a period of not more than three days of the 
receipt of the application by the Committee concerned, 


8. The equipment, raw materials and items approved by the Committee for 
the Investment of Foreign Capital, provided for by the hye for Invest- 
ment of Foreign Capital, issued under Royal Order No. 21/1/2325, 20 April 1957, 
shall be given import licenses at once by the import committee concerned (i.e. 
one of the three committees) on the basis that such equipment, raw materials 
and items constitute foreign capital; and to grant import licenses for them does 
not require the allotment of foreign currency. It should be so stipulated in 
the license that no foreign currency has been allotted for (such imports). Like- 


wise, import licenses’ shall be issued at once to importers residing in the Kingdom 
who do not apply for hard foreign currency from the Government for their imports. 


9. Import licenses shall be sent registered mail within a week at the 
most after they are issued by the Committee concerned to the applicants who do 
not come to receive them directly or who do not ask someone else to receive them 
on their behalf. 
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10, In accordance with the provisions of these Regulations, the Committee 
shall grant licenses for the import of consignment goods. The value of’ these 
goods shall be deducted from the original total amount allotted for their import. 
In this case it is permitted to fix the value when the accounts are settled between 
the importer and the exporter; this settlement shall bedone within a period not 
exceeding six months from the date of import. 


11. In accordance with the provisions of these regulations, the licenses 
issued by the Committees shall be considered valid for the import of goods against 
receipt documents, The value of these goods shall be deducted from the original 
total sum allotted for the import of such goods. In this case, it is permitted 
to fix the price of the goods upon their arrival in the Kingdom. 


12. In accordance with Paragraphs 10 and 11 of this Article, the import 
license shall be valid for, opening credits within two months after it is issued, 
After this period expires, a license that is not used shall be cancelled,. 


13. Import licenses are good for the person to whom they are issued and they 
are not transferable. 


1);. 8B nks and every importer shall inform the import Committee concerned 
(ise. one of the three committees) of the number and date on which credits are 
opened and closed. In the event imports are made against receipt documents (see 
11 above) or as consignment goods (see 10 above), the importer shall inform the 
exporter in writing about the date agreed upon within a period not exceeding 
two months after the license is issued. Every Committee shall keep a special 
record of this. 


Article VI: The Committee shall meet daily during the official working hours. 


Article VII: The President of the Council of Ministers and, the Minister of 
Commerce each shall carry out what lies within his jurisdiction of the provisions 
of these Regulations; and the Minister of Finance and National Economy shall 
carry out the remaining provisions. . 


Article VIII: These Regulations shall be put into effect as of the date they 


are published, and they shall cancel all other provisions, statements, and 
instructions that contradict the provisions of these Regulations. 


(Signed) Sa'ud. 


Source: Al-Bila& al-Saudiyah, 


June 2h, 1957. 
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ROYAL DECREE 


Noe 30—lj-1-2553 of 18-12-76 (July 16, 1957) 
Regarding the use of Foreign Exchange. 


The General Directorate of Broadcast, Journalism and Publication has 
announced the following Royal Decree No. 30--1-2553 of 18-12-1376 
(July 16, 1957). 


By the Help of God, 
We, Saud Ibn Abdulaziz Al Saud, 
The King of The Saudi Arabian Kingdom, 


After reviewing the Import Regulations issued under No. 30-3-3-2392 
of 2-11-1376 (June 22, 1957), and in view of the exceptional circumstances 
and the necessity of determining the usage of Foreign Exchange secured by 
The Ministry of Finance and National Economy to banks, for its limited 
purposes, P 


And in accordance to what has been submitted to us by the Chief of 
Council of Minister and The Minister of Finance and National Economy; we have 
instructed the following: - 


Article No, 1 - The words mentioned in this Regulation are definéd 
as follows: - 


A) BANK (S) 
se allowed to act in ‘The Saudi Arabian Kingdom. 


B) RESIDENT (S) 
S or non-Saudis residing in The Saudi Arabian Kingdom and 


companies who are allowed to conduct business in The Saudi Arabian 
Kingdom. 


C) BANKER'S REMITTANCE (S) 


r's re ances abroad of all kinds i.e. transfers, drafts, 
traveller's cheques and letters of credits. 


D) FOREIGN EXCHANGE 


oreign exchange, drafts, letters of credit or account due for 
settlement in different currencies other than the Saudi Arabian 


currency, and which has to be transferred through the par aciancir | 
of banks. 
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IE) FOREIGN CAPITALS | 
The foreign exchange, implements, tools, fundamental materials 
and all that which is considered as foreign capital as per 
Foreign Capital Investments Regulation, approved by the letter 
of The Royal Diwan No. 21-1-2325 of 2-9-1376 (April 2, 1957). 


F) EXCHANGE CONTROLLER 
The chief of exehange control department determined in this 
regulation. 


G) THE AGENCY ’ 
The Saudi Arabian Monetary Agency. 


H) — — 
r ation issued by The Royal Decree Noe 30-5-3-2392 
on 1 y-11-1876 (June 22, 1957). 


Article No. 2 - The Ministry of Fi ational Economy will establish * 
a department to be called Exchange Cont: trop ated is to be closely connected 
with H.E,. The Minister of Finance and National Economy; its job is to execute 
this regulation. The department must be managed by the Exchange Controller 

who will be appointed by The Minister of Finance and National Economy according 
to this regulation. 


Article No. 3 - Foreign exchange sold by The Agency may be remitted 
only through banks at the official rate and for the purposes specified by 
The Import Regulation and this Regulation. If any Foreign Exchange so obtained 
is transferred by any other means, it will be considered smuggled funds, 


Article No. ) - All banks must supply The Exchange Controller with daily 
‘statements regarding the amount of foreign exchange received from the Agency 
and other sources, and also with statements showing the amounts of foreign 
exchange remitted through them. ° 


Article No. 5 - Banks and parties concerned have to give back to The 
Agency, within a period not exceeding 6 months, the value of cancelled or 
partly or fully unutilized letters of credit and drafts;and to refund the 
-cost of goods paid in-advame, in case the Agency is the source of the 
relative foreign exchange used for these transactions. 


Article No. 6 ~ The foreign exchange secured by The Agency for the® 
purposes indicated ih this Regulation and the Import Regulations may not be 
used for the purchase of other foreign exchange or Saudi Currency at home, 


Article No. 7 - It is not permissible without the approval of The 
Minister of Finance te take out or bring in Saudi Currency (Gold, Silver; 
Banknotes and Pilgrims! receipts). Travellers to and from the Kingdom are 

allowed to have with them an amount not exceeding Rls. 500.- in notes, ies 
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Article No. 8 - The transfer of foreign exchange sold by The Agency must 
ye through banks and by, means of letters of credit or bills for collection. 
The relative documents must specify Saudi ports as the final destination for 
the imported goods. It is a further condition that the importer be a resident. 
In exceptional cases, it is permissible to transfer abroad in advance an 
amount not exceeding 50% of the value of the goods proyided that the importer 
undertakes to furnish the remitting bank within 6 months from date of remittance 
with . copies of invoices and other documents pertaining to the shipment on 
‘which the advance payment is made. He must also submit a bank guarantee, 
The aforementioned period may be extended for compulsory reasons and force majure. 


In all cases, as soon as the goods arrives at the Saudi port and the 
settlement of custom duties are effected, the importer must obtain a certificate 
from the customs authorities showing the value of the goods imported. It is 
the responsibility of the remitting bank to supply the Controller with that 
certificate or inform the Controller of the importer's negligence, 


Article No. 9 = After verifying that the Zakat and Income Tax have been 
paid, The Controller will issue licenses for personal remittances including 
those for corporate bodies (Companies) of foreign:exchange which The huesensia.t 
of Finance has made available as specified below: 


A, REMITTANCES FOR SAUDIS 


1. The Saudi who is going abroad for medical treatment has the 
right to obtain a banker's remittance to the amount determined in 
para A=-5 of this article in addition to medical expenses estimated by 
Saudi Hygienic authoritigs.It is possible in exceptional cases that the 
traveller will be grantéd an additional amount in case it is proved 
that his disease requires more treatment provided this is in accordance 
with medical reports of his doctor which must be certified by the 


diplomatic representative or consul at the place of treatment or the 
nearest place to it. 


2e Students who are studying in an Arab or Eastern country have 
the right to obtain a banker's remittance not exceeding Rls. 6.000.- 
Peadey and those studying in America or Europe have the right to obtain 
a banker's semittance for an amount not exceeding Rls. 12.000.- p.a. 


3. The Saudi whose family is residing abroad has the right to remit 
to his family monthly an amownit not exceeding Rls. 2.000.- or 50% of his 


monthly salary (in case he-is an employee) whichever of the two amounts 
‘is less. 


. A Saudi has the right to remit monthly an amount not exceeding 
RLs. 500. - to aid his relatives residing abroad. a 


5¢ Saudi Travellers going abroad as tourist or on business 
trips or for any other purpose not mentioned in this article, have 
uF the right to obtain banker's remittances for not more than Rls. 3000.-—— 


once a year for one person 
__UNCLASSIFIED ‘| 





UNCLASSIFIED ] Encl. No? 
(Classification) Desp. No. 





Be REMITTANCE FOR NON-SAUDIS. 


1. Non-Saudi employees under contract with the Saudi Government 
have the right to remit an amount not exceeding 50% of their monthly 
net salaries in case their families are with them in the Kingdom and 
an amount not exceeding 70% of their net monthly salaries in case 
their families are living abroad, unless their contracts are contrary 
to this regulation. These employees have the right to remit their full 
leave salaries on leaving the country on vacation, 


2 All non-Saudi employees who are under contract with other than 
the Saudi government have the right to remit an amount not exceeding 50% 
of their monthly net salaries in case their families are living with 
them in the Kingdom and an amount not exceeding 70% if their families 
are living abroad. They have the right to remit their leave salaries 
when leaving the country on vacation. 


3. The non-Saudi independent worker's have the right’ to 
remit monthly an amount not exceeding 50% of their net incomes, 


lh. The agents of Foreign Shipping companies (transportation) have 
the right to remit the net cost of tickets and shipping charges for 
residents after verification of paying the tax due of them. The cost 
of the tickets sold to non-residents or foreign residents who get 
their salaries in foreign exchange may not be remitted, 


5. Investors of foreign capital have the right to remit up to the 
limit permitted by the Foreign Capital Investment Regulation issued by 
Royal Decree No. 21-1-2325 of 20-9-1376 (April 20, 1957). 


C. PRIVATE REMITTANCES FOR INVESTMENT OF CAPITAL IN 
THE ARAB LEAGUE COUNTRIES 


The Exchange Controller, after obtaining the approval of H.E. 
The Minister of Finance and National Economy and on condition that 
foreign exchange is available and on the basis of reciprocity may — 
authorize the transfer of Saudi capital to Arab League countries for 
investment in economic projects provided that those countries will 
agree to repatriate the capital to Saudi Arabia if necessary and in 
the same currencies as remitted and to allow the transfer of the 
profits resulting from the investment of these funds. 


Article 10 - A. With reference to para No. 8 of Article No. 5 of the 
Import Regulation(Royal Decree 30-3-3-2392 of June 22, 1957), these who have 


foreign exchange may use it to import goods into the Kingdom if the azshange 
was not obtained from The Agency. 


B. Those who have their own foreign exchange (i.e. not obtained from 
The Agency) have thé:right to remit it abroad for any purpose without license, 
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Article No. - A. The banks to whom a license to be given. In case | 
import “TISSnS65 SF private TSFSigh Seslanee perMits ave SUEMttEd to banks in 
accordance with the Import Regulations and this regulation, the banks must 
remit the foreign exchange mentioned in said permit. ; 


Be The Agency must cover on demand all remittances made by banks against 
the permits granted for the import of goods in accordance with the Import 
Regulation and the permits granted by The Exchange Controller uwrfder this 
regulation which are submitted by remitting banks to the Agency. The Agency 
is, not allowed to sell foreign exchange to banks in other cases, Po 

Article No, 12 - The Exchange Controller or his Ente roe has the 
right to ask the banks to submit documents proving the banks are acting in 
accordance with the terms of this regulation. In case of doubt, it has the 
right to ask the Ministry of Finance and National Economy to show at to 
inspect the records and the accounts of any bank, 


Article Noe 13 - Remittances permitted in accordance with this Regulation 


are not transferable and may not be used for purposes other than those for 
which they have been issued. 


Article No. 1) - Anyone who violates the terms of this Regulation os 
liable to punishment by a fine up to the value of no less than the amount 
smuggled or by imprisonment for a period not exceding one year or both. The 
bank which repeatedly violates the terms of this Regulation will be closed. 

Article No, 15 - The Ministry of Finance and National Economy will form 
a committee to be called the Exchange Control Committee to which the Exchange 
Controller mst submit all questions, cases and problems relating to exchange 
control policy resulting from the application of this regulation. The. 
Committee will consist of: 


1) A representative to be appointed by The Council of 
Ministers; 


2) The Exchange Controller; 

3) A representative from each of The Ministry of Commerce; 
4) The Directorate General of Economic Affairs; 

5) The Directorate General of Customs; 

6) The Agency; and 


7) A legal expert to be appointed by The Minister of Finance and 
National Economy. 


: a 
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The Committee will have the following duties: | 


A. Give advice to The Exchange Controller on all problems 
he refers to it. 


Be Formulate the necessary recommendations for issuing instructions 
in accordance with this regulation, 


C. Formulate recommendations pertaining to the application of thé 
penalties indicated in this regulation. 


2 D. Formulate the necessary recommendations for the adjustment of 
or cancellation of this regulation. 


The Committee will submit its recommendations to The Minister of Finance, 
These will be effective as soon as they are approved by him, with the exception 
of the special recommendations concerning the adjustment or cancellation of 
this regulation or the closing of a disobedient bank which must be approved 
by The Council of Ministers, 


Article No. 16 - The Import Committees established by The Import 
Regulation must send to The Exchange Controller copies of all statements and 
information concerning the funds allocated to them by the Minister of Finance, 
the import licenses issued by them, as well as all other information he 
might ask for. 


Article No. 17 - The Agency. will supply the Exchange Controller, in as 
much detail as required, with all the statements and information that he 
might request concerning thé funds allocated by the Ministry of Finance for 
import and banker's remittances and what has been designated of those funds 
to cover the payments made by banks, 


Article No, 18 - The Minister of Finance has to advise the Exchange 
Controller In advance and in writing regarding the amount of foreign exchange 
allocated: 


A, For every, Import Committee deteriained by The Import 
Regulation. a 


Be For other remittances as determined by this regulation, 


Funds so allocated may not be disposed of for any other purposes than 
those specified, In case the Exchange Controller discovers any offense under 
this regulation he must inform the Minister of Finance requesting him to 
take the necessary action, 

Article 19 - H. E, The Minister of Finance and National Economy will 
issue the necessary instructions according to the terms of this Regulation 
and according to the recommendations of The Exchange Control Committee, | 
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Article No. 20 - The Prime Minister, The Minister of Finance and | 


National Economy, and The Minister of Commerce are to execute this Regulation 
so far as it concerns each of them. 


Article No. el - This regulation will be effective as from the date of 
publication (July 16, 1957), and cancels all other regulations, declarations 
or previous instructions that contradict it. 
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Statement by the Minister of Finance and National Economy 
concerning the Foreign [Exchange Regulation. 


It is well known that the economic policy adopted by H.M.'s Government 
is based, in principle, upon absolute freedom of trade and foreign exchange. 


Thé restrictions imposed on the transfer of capital and on some remittances 
related to current international transactions are necessitated by present 
circumstances and by the desire to protect the interests of the country. The 
Government, however, is taking*every step to facilitate international payments 
transactions and to lift all restrictions at the right time. 


Among the steps the Government has taken to obtain this objective are 
the promulgation of various regulations including the Foreign Investment 
Regulation, the Import Regulation, and the Foreign Exchange Regulation. 


It is worth mentioning that the Foreign Exchange Regulation is not 
applicable to all foreign exchange, but is limited to the foreign exchange 
allocated by the Ministry of Finance for import trade and for other remittances 
allowed residents of the Kingdom. These arrangements have been made in order 
to’ insure that the funds so allocated shall be used for the purpose intended, 
and in the desired way, in order to protect the common interest particularly 
in these exceptional emergency €ircumstances,. 


The Foreign Exchange Regulation does not prevent the existence of a 
free market wherein people can freely deal with the foreign exchange they 
obtain from sources other than the Monetary Agency. This means that those 
who are in possession of foreign exchange not controlled by this Regulation, 
may dispose of it in the way they wish; they may transfer it in or out of the 
Kingdom and deal in it without any restriction. 


They may also freely use it in importing goods, in which case they 
merely have to obtain . import licenseswhich are to-be granted upon request, 
Such licenses are needed in order to satisfy the statistical needs of the 
various government agencies, . 


The foreign exchange earned by exporters is an example of the type of 
foreign exchange that is not affected by this regulation. Those who export 
commodities or render services that are considered "invisible exports" and 
thereby earn foreign exchange can use such foreign exchange with absolute 
freedome 


services rendered is considered free and can be used by the recipient in 


Similarly, the foreign exchange spent by pilgrims in exchange for 
_any way. — 





| UNCLASSIFIED | 


: ag 
| UNCLASSIFEED | Encl. No_G > — 


a Desp. No.___*—_ 
(Classification) E P Jidda 





tv 


According to this Regulation, the Government undertakes to provide 7" 
Saudis with reasonable amounts of foreign exchange at the official rate for 
their use outside the Kingdom for medication, education, for supporting 
families or relatives, or Yaa travelling -- after Zakat and Income taxes have 
been paid. 


In appreciation of the benefits the Kingdom acquires as a result of 
their activities, the Government undertakes to provide non-Saudi residents 
with sufficient funds at the official rate for remitting abroad. Thus non- 
Saudi-employees who have contracted with the Government, non-Saudi employees 
and workers who work with other parties, non-Saudi businessmen and other 
non=Saudi residents who are mentioned in this Regulation, can transfer 
money at the official rate within the limits allowed them after they have paid 
their taxes, © 


According to the Regulation, the transfer of Saudi funds to the Arab 
League countries for investment in economic projects is permitted wken there 
is enough foreign exchange and on the basis of reciprocity. 


In view of the cases just mentiOned, it is quite clear that those who 
want to buy foreign exchange in excess of the amount permitted by this 
regulation may secure their requirements from the free market, 


We hope that all effort shall be made to organize the import trade 
and use the allocated funds and other authorized transfers in the correct 
way and for the purpose intended. 


Cooperation in this respect will help to improve the situation and 
make it possible for the establishment of absolute freedom of trade and 
free “. use of foreign exchange. 
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3/ This is an onéen market rate since there is no official rate, 

u/ This is the official hank rate established on October 2k, 1956, The average 
open or free parket rates during these months amounted to: Ap vil 9/19, May 
9/19, June 9/19, July 9/19, dugust 10/-. 

5/ This is the official bank rate, The average open market rates eee: these 

months amounted to: April 13/11, May 1/053, ° June 1),/O5), July 1 1/07, 

fugust 14/07. hg 
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SUBJECT: Fossible Saudi “iscal Crisis 
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5 
PARTICIPANTS: lir, James T. Duce, Vice !resident, ARAI CO ui 
Ir. William D. brewer, NE ra 
es] 
te 
& 
COPIES To: NE(3cc), UHA(1cec), WE/E(1ec), E(1ec), DRN(1ec), Jidda(1ec) 3 
’ i ‘ 
0 (v 
0 
} re 
fe 
a4 
Mr. Duce called this morning from New York to explain that a "fiscal crisis" ~ 
might be coming in Saudi Arabia. ‘le reed the tirst portion of a inessave to l'r. Se, 


Rroucham (last portion so far indecipherable) wich made these points: (1) the ty 
riyal rate in Jidda is now 6-1 against the dollar; (2) the free rate had just weak- |! 
ened by one-half riyal against the dollar in one day; (3) there is an increasing u. 
demand on the part of Jidda merchants for free riyalss; (hk) if a general collapse of () 
confidence in the rival occurs, ARAMCO in the field may need assistance in meeting “N 
its payments. 
Ve 
In response to my question, Mr. Duce stated that, as far as he could tell, the™~ 
present difficulties have arisen because of the inabilit;, of the Saudi Arab Monetary. 
Acency to make foreign exchange (presumably chiefly dollars) available to Saudi ne 
merchants. If these merchants fear that the riyal is losing value, they will wish |. 
to obtain foreign exchange and purchase goods as soon as possible, according sto ‘Mr. Sg 
Duce, as a hedge against inflation. =” % 
Mr. Duce concluded thet, while he did not want us to become alarmed, hgsth ought \ 
that “we may have to be dow (in Washington) with our hats in our hands to teaik to 






several people" early next week. Ve! a 
a ae m 
In response to Mr. Duce's question, he was informed that waghad seen nofhing on mh 
these fiscal develop mbassador Wadsworth, a4 ly 
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past two weeks, with the rate touching 6.25 riyals to the dollar briefly, 

is symptomatic of growing economic disequilibrium in Saudi Arabia. While 

the rate has now fallen to 5.30 (3.75 riyals = $1.00 at the official rate) 
following sales of dollars by speculators and official sterling exchange 
releases equivalent to about $17.5 million, the instability which has character- 
ized the money market in recent weeks is likely to continue. There are rumors 
that corrective fiscal policies are under consideration, but early effective 
action appears unlikely. Possibly, participation in the International Monetary 
Fund meeting beginning today in Washington may exercise a salutary influence 

on future fiscal and monetary policies. 


in the cost of living during the past year. Prices of food, the major component 


of the consumer index, have increased by GnVe d 30 percent from June 1956 
to June 1957 and overall real increaseB! Yh: 
20 and 30 percent. ali te 


A number of factors have caus om i GBctuding wodldwide increases * 
in prices of products which are pea det Am changes and the like. i 
However, the weakening of the riyal has been the major contributing facéer to 
the inflationary trend, for, again Lng, +; | IRR? prices of imported 
goods have risen between 20 and 30 poneeiicabags prices in countries or 
out 
TAL 


are estimated to have increased by only a percent. > 
wenn | g ere 
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é Implications of Saudi Arabian Currency Depreciation. 


FP 
a 
Extreme fluctuations in the free market riyal exchange rate during the be 





The steady weakening of the riyal has resulted primarily from government 


been able to make foreign exchange available in sufficient quantities to support 
the riyal. The repercussions of excessive government expenditures which may 

be felt Ghrqugnowt the economy include not only the depreciation of the 
currency 
necessity be curtailed. Higher prices and wage demands appear inveitable. 
Translated into political terms, the consequences of an inflationary spiral 
affecting the standard of living may already be observed, if the bankers and 
merchants of Jidda serve as a barometer of any significance. These groups 
are highly critical of government financial operations and are beginning to 
express their views more openly. “e 

murmuring. 


ontemplated economic development projects and building willof 


Qu 
QO 
0) 
> 
e 
N 
ered, 
expenditures in excess of income. As a consequence, the Government has not fe 
i] 
N) 
6 
16) 
~] 


hear, as well, of spreading housewife 


The Saudi Consumer's Price Index compiled by Aramco shows a steady increase 









osts are estimated at between 
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Weakness of the riyal has contributed to these price increases in ‘cess | 
ways. Insufficient foreign exchange availabilities to the private sector have 
created current market scarcities which would not otherwise have existed, and 
resort to the free market has necessitated price increases to recover exchange 
costs. As reported in the referenced despatches, while royal admonishment and 
government investigation has on occasion exercised a temporary restraining 
influence, accumulative siphoning off of foreign exchange income by the govern- 
ment and commensurate curtailment of releases to the banks led to increasing 
pressure on the exchange mrket to satisfy steady if not rising demand. Sterling 
and dollars are now at a premium to testify to the accumulative overspending 
of the government. 


Receipts and expenditures of foreign exchange also illustrate the weakening 
of the financial position of the country. In 1955 it is estimated receipts were 
an exceptionally high $31 million due to Aramco retroactive posted oil price | 
payments of $70 million covering the years 1952-1955. Imports of $191 million 
were made in 1955, excluding Aramco imports. If it is assumed that the economy 
spends all current income, $2),0 million was therefore available’ for personal 
investments abroad, grants and loans, military expenditures, diplomatic expenses 
and miscellaneous "invisible" expenditures abroad. In 1956 the Saudi economy 
obtained $36), million and imported $26 million leaving $118 million for 
invisibles. In 1957, it is estimated that incomemay reach $320 million in- 
cluding Aramco ‘loans and retroactive payments. Even with import controls, 
imports totaling a minimum of $200 million will be made, leaving possibly 
$120 million for "invisibles". With the government committed to a progressive 
reduction of $60 million in commercial arrears, a reorientation in expenditures 
would seem to be in order. However, the inclination of the government is to 
increase revenue rather than curb expenditures or, if this is not possible, 
draw against currency (pilgrim receipts) cover. Another alternative which is 
now in the arena of speculation would be a "bailout" from foreign banks to 
tide the government over this period of straitned finances... Such loans are 
not probable for foreign banks have already done their share in advancing funds 
to the government and are reluctant to become more deeply involved. 


If the government expenditures had been strictly limited to current income, | 
riyal depreciation would not have occured. However, foreign exchange expendi- | 
tures for subsidies to Arab countries, military equipment, the royal family, | 
and debt service coupled with less than anticipated dollar income from oil | 
during 1957 as a consequence of the Suez-crisis, have placed the government in 
a very tight foreign exchange situation (See Despatch Noe 1 of July 1, 1957). 
With riyals in circulation at a new high of about 600 million the private 
sector has been demanding imported commodities in excess of the ability of the 
banking system to supply the necessary exchange. With foreign exchange in 
short supply the riyal has moved to a discount. This in turn has encouraged 
capital flight, depressing the riyal still further. 


Further, with this skyrocketing all-time high of riyal circulation (395 million in| 
1955 and°65 miIlion in 1956) there has been no commensurate increase in cover | 
of gold, silver, and foreign exchange. Cover is now estimated at be 

only about 30 percent. (Note: The Saudi Arabian Monetary Agency (SAMA) has in 
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the past issued yearly balance sheets showing cover but this practice has -_ 
significantly suspended). 


Commercial arrears date back to April, 1957 and are estimated by the 
Embassy to be slightly in excess of $60 million. If schedules designed to 
liquidate the backlog are adhered to (see Despatch No. 20 of August 7, 1957) 
the backlog would be cleared in eight to twelve months. The future of the 
riyal idepends very much on the government's ability to clear up the arrearages 
‘and finance future trade and remittances out of current income. The import 
and exchange regulations promulgated on July 16, 1957 could have a salutary 
influence if implemented properly. It is, however, too early to forecast the 
effectiveness of these measures. 


Careful management and economy in expenditures are needed if the riyal is 
to be stabilized. Austerity appears unlikely with government expenditures as 
noted above and contemplated economic development projects likely to exert 
contimwous pressure on the currency. It would be desirable if Saudi Arabia, 

a recent signatory to the International Monetary Fund, would request and secure 
technical advice from that body. Inquiries indicate alarm is growing and 
attempts to arrest the pattern of present expenditures are finally being given 
serious consideration in the councils ,of the Kinge Up to now, the government, 
in the words of one official, has been operating on a policy of “sweating out 
the crisis", hoping for greater oil revenues and development of new sources 

of taxation income, primarily from Aramco. On the balance, at present writing, 
further depreciation of the riyal for some time to come appears probable. 


For the Ambassador; 

. ce 
William D, Toomey 
Second Secretary of Embassy 
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SENT DEPARTMENT 726, REPEATED INFORMATION CAIRO 127 ,-pAMASEUS 197 


JIDDA 96. 
Reference Jidda's 360 to Department. 
Assistant manager Ottoman Bank, official depository HKJ 


funds, says government today informed bank that Saudi Arabia 
unable transfer second 2.5 million pound sterling installment 


ASA funds to Jordan due SAG shortage foreign exchange. Source 


said Arab bank, through which SAG transferred first install- 
ment, alerted him early September expect second installment, 
but that he has had no word since. 


Arab Bank general manager said here yesterday that SAG funds 
had been committed with understanding that payment would be 
made in monthly installments, 


COMMENT 


Possibly SAG exchange shortage has resulted decision pay in 
five monthly payments reported reference telegram. Note 

that five installments’ rather than 6 would permit postpone- 
ment monthly payments until November 1. 
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oe SENT DEPARTMENT 361, REPEATED INFORMATION JIDDA 295 

oe King under date January 2, 1958 instructed Amir Ibn Jiluwi 
inform money changers they must deal in riyals at official 

CIA rate (3.75 to dollar). This has been done and those dealers 


bothering open quote official rate. Black market reportedly 
exists but very clandestine. CONDES 76 follows. 
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Local Money Lenders Instructed Use Official Rate Only 


The following .etter has been received by the provincial authorities. It hes ; 

not been officially revealed to the Consulate Generel or anyone else hereabouts. 

However, its substance has been conveyed to the local money chanrersxc 
Q) 










"#71601 12/6/77 (damuary 2, 1958) a 


FROM JTS MAJESTY THE KING o 


31V1L5 


Re Ns 
TO: The Amir Seud ibn Jiluwi o 


7m WIG 
NAW Ld vis 


Fa 


It has been brou;'ht to cur attention that there is much Anipulat 
Saudi hiyal going on by the money exchangers who are attempting t@ o = 
and safeguard the collars in order to .et rich. These money exchangers do 1 
not have the welfare of the Kingdom in mina. God willing, you are to ~“ 
gather all the money exchangers and to inform them that they are to deal Ol 
with Saudi Riyals at the officiel rate only and you are to take the (00 
necessary guarantees from them. You are to inform them that if they are 

caught dealing with Seudi Riyals over the official rate they will be | 
jailed and their possessions confiscated. In the case of foreigners now | 
holcing Saudi citizenship, their possessions also w.1l be confiscated 


and their Sauci citizenship withdrawn and they will be sent out of the 
Kingdom." 


of thn 












For over 2 year the Saudi Hiyal hes been weakenins: and had dropped ‘to rates 


close to 6 to 1 at its lowest level and recently had been, averaging less than 
5 to 1. 


: tx 
The immediate effect of this order was to cause pice? 


. Many dealers 
in foreign exchange did not bother to open shop in the last 


1 days. Those 


who are open quote only the official rate of mtr si Riya the U. S. dollar. 
They get no business. This period of no abbivity £5" ¢ likeby last long 


because 
. @3 


1) Almost every enterprise in the eign Ge ince BS dependent on food, 
merchan@ise or ecuipment imported frcm rency area. 
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2) The money markets of Ji.ge oni elsewhere in the Ki 
96 Still in operation. 


nvcom are known to 


3) Gell smupelins is rife in Line Persisn Gulf, there is no resson to cxpect 
it to stop now nor for tne authorities to be atle te otevent transfer of funds in 
places sucn @o Jahrein or “eirut. 


‘ ¢ 
Lh) The ameritens et Aramco tens te be snort of Gavui Itiyels st. this post- 
Christihas seuson. ‘they tees Niyals fer their taily necessities en! cannot in- 
definitely postpone the securin, of ldiyals. 





It is seid thet sore of the sere prominent merclynts have seni. & ,elition te 
His lhejesty outlining their -plight ans remindincs him thet prior dtécrees of the 
Council of }.inisters had piven anprova at least tacit, by eteting tiet. merchants 
ani others were free to use fcrei;n exc enpe- not optaines from the operations of 






5 i A . 
a toforeign exchange transactions 

iumor hes: the most fezrsome penalties threatenin;: violators of the new in- 
structions but ectually the communication quotea above has been modified to the 
extent that the ex;ression relating to confiscation of possessions hes been stated 
to mean only the proceeds of an ille, el transaction. 


Although persons of non-Sausi citizenship are not mentioned,” Aramco will dis 
courage its smericans from vealings that are illegal for one of the pzerties. 
Certain Aremco employees are known toc have already sent sollar instrumcnts to 
Jidae in order to buy Sauci ityals. (FYT only) 


One BSA lor 


Carsten DL. Kuller 
American Vice Consul 
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SERARG: Exchange Rates Vis-a-vis Gold and Principal Foreign Currencies Ee 
(Monthly Ficures, September - December 1957). n bs 


a a | 


below are exchange rates for various currencies exchanged in meer me) 

Arabia for the months of September, October, November and Tecanbers 1957 oO 

The figures are average bank selling rates and average open or free ospteach 0) 

rates, and were furnished the Embassy by one of the local banks. “a 
* 

Saudi Riyals and Guersh 1/ “a 

September October November. December . 

UeS. Dollar Vraft Selly - 520 6e~ Se~ ss 
J 

George Head British Sov. She= Ooo 55011 53e- = 

Egyptian Pound Draft 13 5= Pen : 12.053 a 

Sterling Pound Draft 15.11 16.18 16.16 1).- 


For the Ambassador: 


Wy ote, eee 
William D. Toomey 
Second Secretary of Embassy 


yy eh. A i 2S 
1/ One riyal equals 22 guersh 8 WM : 


We De toomey/eh CLASSTFTED 


ACTION COPY — DEPARTMENT OF STATE 


The action office must return this permanent record copy to DC/R files with an endorsement of action taken. _ 
, . : ending Napier atl Pe = ate rt 









-# 











AIR POUCH OFFICIAL USE ONLY 
: PRIORITY (Security Classification) 
bi FOREIGN SERVICE DESPATCH 


hahvan §3 





FROM ; #nerican Consulate General, L 












DESP. NO, 
TO : THE DEPARTMENT OF STATE WASHINGTON. , _, cs 
- / 4 - “ oad 
. z RS a a Zi bai!3// ie SPB : “Rl 
REF , Consulate General's Despate “3614 Janua - 7 1958" fp Sf 
~ 2) ie) 





SUBJECT: 





Local Foreign Currency Dealers 
Buying Dollars With liyals 


# 


ifter having been tols about two weeks ago to transact business only at a rate 
3.75 Saudi liyals to 1 dollar, the Tastern Province money changers won a stay of 
the full enforcement of these instructions. But, as of yesterday, they aré com- 
pelled to sucte dollar buying rates of 3.75 SER to 1. arf dollar sellin: rates of 
3.755 tol. In view of the free rarket valuation of the Seudi ltiyal at 5 or more 
to 1 dollar, the money chenger's visible business is nil. 


‘ e 


went to the instructions civen the local money exchangers on January 4, 
1958 to deal in Seudi Riyals at the offici:1 rate only (referenced despétch), a 
comniittee o° the largest dealers in foreign exchange, headed by “bdullah Darwish, 

= prominent contractor merchant who probably has direct affiliation with some s:oney 
changing shon, presented a petition to the Amirate at Dammam. rine octition pointed 
out the needs of the Bastern erovince for dollars ani the fact that other places in 
the Aingdom had apoarently not rene! ven airectives, or had not acted on them, re- 
noving the s:netion previously assurcd to exist for the free narket trade in foreign 
exchange which overates independently of the Government4s schere of grenting foreign 
exchange avainst import licenses. 


The petition was received by Shaikh 'Abd al-aziz bin lushaid, Acting Amir in 
the absence on his ennual hunting trip of lid. Saud ibn Jiluwi. In a rather sur- 
prisin; exercise of authority, Shaikh imshaid agreed that the money changers might 
deal in dollers and other foreign exchange at a 'reasonable' rate of exchange until 
such time as the Einistry of Yinance coula acknowledze the memorial the Dammam and 
Al Khobar sealers in foreign exchange had prepared. 


The money changers, many of whom hadn't bart: openins shop for several days, 
immediately PeOPRNCE and let the market'determine tH Riyal price leve!] Unfortunate- 
ly, the rate was 5.25 or more Riyals to the dollar. This occurred Jandry: ¥ 1958. 


The next day the leaders of the: vee te’ iaee summoned to the ‘ of 
- the Assistant Director of rublic Securtty! ans told or more SaudisRiyals to ky 


‘The small money changers were visited in their holes in the wall by a policeman wl 
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1 American dollar was not reasonable and they were to hold the line at€4.50 to 1. 2 O 
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simply tol. flem flelir that the coing rate war to be 4.50 to 1. 


ihe morey ehoneare, having gurtiges thet b to L wen the ers: hols of the 
‘unreasonable’, jecile  thut they woul, stretch metters to o 4.80 to 1 rate. 


They heli this for cohort 4 auy then, coparently hosrine thet anir ibn Jeluwi was 
returnine to Tansnam on vonuery Ly oni feuwrin, ie resection of this formidable nan, 
they custe:! we Towerable rites ou the lival to the point wire ib c614 for l, to 1. 


mi 





The endo epyarently stin'h wirect ple ettertion to tl: hange problem the 
first day or so efter his return Srs“the emboltened moncy changers lit the rate 
asain excéed 5 kiyals to the dollar. ‘Thic wee probably imnrudent in that it caused 


Late youber sys the we Tnform+ 1 the percy see Lera tie t Bacy were to buy 
Jollars at the rete of one for each 3.75 S:udi tiyels. They couli sell dollars 


at 3.755 iayrls tol. <Asi-e from the question of the proper valuation of the 
fiyal, the esresi implic? in the above quotations is not censisere! much of a 
profit in local cnarters. Toumy the ney chenrers are treusacting mo husiness. 
Setail stores, hovever, acceot sollar ‘checks in wayment of riyal price: itens 

at en effective rate cf © riyeals to ae jiollar. . 


4 
" 
} 
o) 
os 
ro) 
~ 


ECOUNLS narretes ahove, there have heen flurries of rate 
chanpireg and seriods Jdurine witch the iealers were forced into closin for severel 
hour's through uncertainty as to what vas exsected from them. «also, es fer cs cun 
be learnca here, the f-rei;n exchanyve markets of Jidjva and :iyadh have secn the 
Seuci :iyal strengthen in an erratic pattern surine the lest two weeks, without 
#soveramental interference. 








‘nclosed is a translation of an official statement concerning the kingdom! 
foreipn exensnge ana buicetery intentions broadcast over iadic l.ecca on January “16, 
L958 


DU 


FOR THE CONSUL SENSED: 


a 
Carsten LD. Muller 
American Vice Cansul 


Enel. 
Translation of Bros 
Jane Le. 1958 (ul 
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Translation of Cfficie “enent Concernine the Lingdom's Porcign Mxchanre 
and Uudreetary Tatentions “roedeast Over naiio 1 ecea on January 16, 1958. 





whe S@us2 wovermurnt invite 9. hried aaki Sa'd, @ sovernor cf the Tnter- 
national “onk Par .econstmiction an! -evelo.ment eni an Txecutive cirector of -the 


interm tional s.onetory ‘uni, to siscuss with him the Crudi .rubien currency situa- 
tion. Lr. Sate arrives in the kingdom on J1 wverber L957, aus cubadtted his 
final report to 2. King Sa'tud on 1)) Januery 1958. 


"Tn his report Lr. Sa'd seid the most important reason for the Sandi riyel's 
exchinge rate instability is the fict thet expeniitures have been more than income 
in the generzl state butcet. This has been hapocnins yeer after yeer cus the 
government hes been oblired to borrow from foreign ani level banks ant from the 
sauai Arabian Lonetary avency to cover the resulting seficit. lr. Sa'd suzyested 
the followine :.easvres to solve the financial situation: 






"1. Expenditures shoul not exceed the income of the state; a sert of the 
revenue choult be withhels to ray state debts. 


"2. azepulations cavernine the Sawit Arabian (onetary Jyency should be 
reviseds the §{sency shoul. be fiven extensive artiority end 2 


measure ef ianienocmieneée. The -overnment ens its acrencien shou 
not be permittec to borrow from it. 





"3. wevlations sovernine fineancicl st Sade bal dncacbiones (of the iinistry of 


nee wns ational “econtmy te other cuvernment tinistries and 
sf asencircs) stould be revised.in such a way as to srovide control 
ver state exveniiturcs before Tunis are expended. 


"h, The fonetary Avency shovld be belstered with foreien currencies 
a preliminary; neasure for liftin: restrictions on currency ang 
imports «ng for « swift return to dealing freely on the basis of 

the officiel exchance rate (of the Saud riysl). 


as 


5. WNew regulations for Sausi srabian currency shoulau be formuletcd in 
such 2 way that the Saugi riyal will be beseu on the otficial rate 
of sold. The present official rate of the riyal, which is Sk 3.75 
to the dollar, shouli not be changed. 


"i. King ve'tud has a proved these recommendations anc ordered that they be 
put into effect. 


a 
Ue 


"Seconily, HW! Kine Sa'ud ordered that any state projects carried out ir the 
future snouls he based on allocations decided for them from the state revenues. 
King Sa'ud further ordered the Council of !.inisters’ to hold expenditures for 
1377 within revenues and to“withhold a vcrt of the revenues to pay sovernment 
debts. 


"The Council of hinisters studied the state budget throughout this week and 
calculeted revenues at Sk 1,500 million and expenditures at SE 1,375 million, 
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leaving @ surplus of Sh 19© million. i:llars end other herd currency equal in 

a t J H 

value te this surplus will be trensferred to the Saudi «raebian lonetary fyeiney 
to back Ssucdi currency. Other funis will be transferred to the -yency in the 
next few months for this _uroose. Tits reduction in exne:ncitures, waich were at 
first eslimetes at Sh 2,°0C million, could not have taken place hed it not beer 
for the honest. efforts’ of the Council of iinisters cuided by If: King Satud, end 
jis hajesty's: insistence on reducing a lerme vart of his reyal exocnses." 

J v f EAS as : 
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Exchange Rates Vis-a-vis Gold and Principal Foreign Currencies 
(Monthly Figures, January - April, 1958). bE: 


SUBJECT: 


Below are exchange rates for various currencies, exchanged in 
Saudi Arabia for the months of January, February, March and April, 


1958. The figures are average bank selling rates and average open ¢ 4) 
or free market rates, and were furnished the Embassy by one of the (69) 
local banks. 0) 
> 

Saudi Riyals and Guersh VY ° 
oat 
Jamary February March April WN 
ey 
U. S. Dollar Draft 5e-/5e11 501/517 Sel\/6el 5 05/5017 ~ 
aN 

George Head British Sov. 53 oh Se Sh r 
N 
Egyptian Pound Draft 11.15 12. 12.- 1l2e- 10) 
Ol 
Sterling Pound Draft Uje-/16e- 15417/16e- 15.10/16.19 15.-/15.16 


For the Ambassador: 


William D. Toomey 
Second Secretary of Embassy = 


BU vil 
CORSENP LEO 12 


V/ One riyal equals 22 guetdh ’ 
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nares Exchange Rates Visa-a-vis Gold and Principal Foreign Currencies 
— (Monthly Figures, May - July, 1958). sii 


8S62-L/181 *v9Eeeg 


Below are exchange rates for various currencies exchanged in 
Saudi Arabia for the months of May, June and July, 1958. The figures 
are average bank selling rates and average open or free market 
rates, and were furnished the Embassy by one of the local banks. 
Saudi Riyals and Guersh 1/ 
May June Sully 
U.S. Dollar Draft 5017-503 503509 = Se 11-5125 
Sterling Pound Draft 15.17-1j.8  1y.8-15.2  15.7-15.92 
George Head British Sov. 52 52 57 
Egyptian Pound Draft 13 13.11 ly 
For the Ambassador: - 
Y” 


W ae ae 4 ae” 
William D. Toomey ¥ rm 
b's 4 | y 
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aie Exchange Rates Vis-a-vis Gold and Princi; 
(Monthly Figures, August~September-Octeber, 







DAIt 


Below are exehange rates for various currencies exchanged in Saudi 
1956. The figures 


aH 


are mredage Va Senet and 
were furnished the Eabassy by one of the lecal 


ig ng fetes mn eevege open or free meet rete th 


Sendi, Riyals and Quersh 1/ 
Aust = Sameer = Sather 


5el2 Sell /I5 - 569 509 


Sterling Pound Draft 15 1Se - 1502 15e1 

George Head British Sovereign Sle 5, = Sl. Qe 
Egyptian Pound Draft 1l2e7 -1l3de 121-1211 12.5 

Fer the Ambassador: 

Pa © pene mie 
. . ° 
————w Vbicl | 
C ett pee ) 


| | 
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office must return this permanent record copy to DC/R files with an endorsement of action taken. 
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FROM : American Consulate General, DHAHRAN_ 183 


DESP. NO. - a) 
TO THE DEPARTMENT, OF STATE, WASHINGTON. November 6, 1958 re I 
ic DATE 
ayo 











SUBJECT: Anticipated Change in Unofficial Rate of Exchange fit a4 Atty 2 
fk -/ 


= Current thinking among the foreign managers of local banks is that 
the. Monetary Agency will effect a depreciation of approximately two kurus 
on the exchange rate within the next ten days. This is, according to 
these sources, to be followed by similar depreciations until such time 
as the Suq rate-reaches SR 4.50 equal $1.00. At this point, there is 
speculation that the currency will be. devalued and that rate established 
as the official exchange rate. 


Numerous queries have been made among members of the banking and 
economic circules in an effort to determine timing on the rumored 
devaluation; and the concensus is that the Governor of the Monetary 
Agency, Anwar Ali,will endeavor to accomplish this prior to the expira- 

tion of his contract early next year. He will then be able to turn over 

the Agency to Saudi control at a time when the currency has been stabilized. 
This also, according to an Fgyptian source, seems to be the policy proposed 
by Zaki Saad. 
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ae CONFIDENTIAL 

Axition n Classification Control: 10777 

E Rec’d:  December:18, 1958 
8:56 a.m. 


FROM: Jidda ¥™ Milne 


Info 
sl TO: Sacretarence State 


seus enueD YW oUt a 
Peurgey oq ysmu yeumoog’suf = 


“4 NO: 592, December 18, 3 p.m. 
INR (00) 
oes SENT DHAHRAN 276; REPEATED INFORMATION DEPARTMENT 592. _ 
hdl DEPTEL 457 to Dhahran, = 
DCL StconD 
Do Consul General and Seeretery Air Division now exchange ON 
at official or free rate? Embassy aware consulate unable = 
CIA secure signed exchange’ voucher Form 92, from banks ~ 
OSD sometime ago. Manager Netherlands Society here — 
ARMY says branches Dammam or Al-Khobar would certify to free 
NAVY market transactions without hesitation. However, as a 
AIR consul General knows, ARAMCO under heavy pressure continue OO 
exchange at official rate as special contribution SAG re- Ul 
form program. Should any such consideration deter use free QO 
rate in eastern province would appreciate report to assist 
Embassy in preparation reply reference telegram. Embassy 
has official assurances use free exchange rate absolutely 
legal with ARAMCO special exception. T 
HEATH Gi 
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59-52 CONFIDENTIAL . z3 
Classification Control : 12248 si 
Action Rec’d: Dacember 20, 1958 : i | 
E 9:14 a.m. . 
FROM: Dhahran Yi [ | 
Info } 
f 


RMR TO: Seoretary of State 
W NO: 322, December 20, 5 p.m. i 


NEA SENT JIDDA 223, REPEATED INFORMATION DEPARTMENT 322 


REP DEPTEL 626 to Jidda; EMBTEL 592 to Department . 


TRC —_ CONGEN and Secretary Air Division utilize official rate for all 
DCL a ere expenditures. CONGEN can obtain signed exchange voucher 
0m 92 from Netherlands Trading Society Al Khobar. 


-cl/IEl *v9ge 


CIA With Department approval CONGEN converting portion salary 
off-shore employees to dollar check at official rate and forward- [) 
ing banks Italy and Bahrain. Implementation free rate thus would O 
NAVY impose some hardship these employees and likely cause considerable”! 
AIR grumbling. At time initiation employees informed this temporary ~ 
arrangement and subject discontinuance if conditions change. this 
offset by fact local CONGEN expenditures except at ARAMCO made 
official rate riyals and implementation free rate would result 
considerable saving. 
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Action Classification Control: 13286 B: 
5." Rec’d: December 23,1958 i 
7:17 a. m, 
info FROM: «Jidda asad # 
RMR i 
TO: Secretary of State . i 
W 
L NO: 610, December 23, 11 a. m. 
INR . 
wmMsc SENT DHAHRAN 290, REPEATED INFORMATION DEPARTMENT 610. © 
REP “Ane 0) 
OF EMBTEL 276 to Dhahran; Dhahran's 213 repeated Department 322. > 
P e 
IRC 
DCL Why are CONGEN and SECAIRDIV utilizing official rate for official Oy 
expenditures especially when exchange voucher form 92 attesting pai 
CIA ‘to free exchange rate obtainable from banks? To enable Embassy ~_ 
OSD respond DEPTEL 457 to Dhahran request detailed explanation reato . = 
ARMY sons why CONGEN and SECAIRDIV use official rather than legal N 
NAVY free rate. t 
AIR 0 | | be 
Emcassy third country nationals also receive dollar::checks sent 
to their country of origin by Embassy to alleviate hardship on 
current rate differential while all other official riyal 
exchange needed purchased free rate. 
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DESP. NO. 


THE DEPARTMENP OF STATE, WASHINGTON. 









or Dept. 
Use Only 





SUBJECT: Free ee Currency Exchange Rate Expected to Change. 


_ DLE-S 
The following information has been obtained during conversations with members | 
of the various foreign banking establishments in Al Khobar and Dammam and, while 
it is unconfirmed from official sources available to the Consulate General, it 
represents the current thinking of a group of people vitally affected by fluctua- 
tion in the exchange rate. 


Anwar Ali, Governor of the Saudi Arabian Monetary Fund, has been under 
continuous pressure from the more important importers in Saudi Arabia to issue 
a statement to the effect that the free import rate will remain steady for a 
period long enough to recommend the replenishment of somewhat depleted inven- 
tories. Without a guarantee of stability, the importers are understandably 
reluctant to contract for goods from abroad, especially since the time required 
for delivery by sea is a minimum of three and frequently as much as six months. 
This demand on the part of businessmen makes difficult,’in the opinion: of members 
of the foreign banking circle, the realization of Anwar Ali's hope to reduce the 
free import rate to .50-l).75 riyals to the dollar by the beginning of the pil- 
grimage season. 


Qo 
0 
0) 
> 
O 
~ 
i 
0) 
Ol 
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- Members of the banking cifcle feel that some concession will be made to the 
demands of the businessmen and are predicting a further reduction in the free 
import rate of either two or four piastres to the dollar, with a similar decrease 
with relation to the sterling pourid. Current opinion seems to be that the 
decrease will occur before the end of the current Arabic month, which ends on 
January 10, 1959, and that the decrease will in all probability be one of four 
piastres. Further, it is suggested that announcement of the devrease might be 
accompanied by an announcement to the effect that no further change bhe free 
import rate will occur for at least'four months. Officials of the/Economic 
Department feel this unlikely in that it could be interpreted as an indication 
of a further change at the end of the four-month period and thus lead to con- 
siderable speculation. 














If the announcement is forthcoming, businessmen will be less hesitant to commit 4 
s thesesires for imports and an upswing in imports from Bahrain can cted, 
\ A period of four months is still not sufficient to create any eer 
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; Comment: The rate siange predicted in Consulate General Despatch 183 | 
occurred on November 18. This was a drop of two piastres to the dollar and 


five piastres to the sterling pound. The only previous change, that of 
September 18, 1958, was two piastres to the dollar and six ee to. 


the sterling pound, 


American Consul General ° 
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Action e a 
E & 
FROM: DHAHRAN a 
Info 
— TO: Secretary of State a f 
NO: 369, JANUARY 15, 2 P.M. pl 
W j q oo 
L 7 rs @ Q 
Tn SENT JIDDA 249; REPEATED {!NFORMATION DEPARTMENT oS g § @ 
oF oD 
inf REFERENCE: EMBTEL 29, REPEATED DEPARTMENT 610. Z. x > 
_ DEPTEL 626 REPEATED DHAHRAN 457. = oe 
TRC CONGEN PURCHASES SAUDI CURRENCY REQUIREMENTS. AT OFFICIAL RATE = 
DCL IN COMPLIANCE WITH LONGSTANDING: DEPARTMENT 2 > 
CENTLY. EXPRESSED IN DEPARTMENT. OM DATED OCTOBER. 1 -" 
cra WHICH SPECIFICALLY FORBIDS UTILIZATION OF FREE wl fe u ! 
{SSION GRANTED BY DEPARTMENT. COPY OM BEING Te at = 
ospD ul 
EMBASSY. 
ARMY al 
NAVY CONGEN STRONGLY RECOMMENDS IT BE ALLOWED UTILIZE FREE MARKET Re 


AIR TO SATISFY NEEDS FOR SAUDI CURRENCY. WHILE FISCAL ACCOUNTING 
AND PREPARAT!ON OF BUDGET WILL BE: SOMEWHAT COMPLICATED, 
RESULTING SAVING TO GOVERNMENT WILL BE ON ORDER OF 20 
PERCENT AT PRESENT ae RES. HAD CONGEN BEEN ON FREE RATE 
DURING Hage ee OO WOULD HAYE BEEN. SAVED, BASED 
ON PURCHASE OF 28,00¢ Reh AT 3.75 RIYALS EQUAL $1,000. 
AVERAGE RATE FOR YEAR pa ae 2: e50 RLYALS EQUAL $1000. 
Tpus, ee EXPENSES WERE $ 31, AS OPPOSED TO ES, a a 
pyle sip tae FREE RATE BEEN USED, OR APPROXIMATELY 18 AND 

P 





THAT CHANGE OF C@NGEN TO FREE RATE WOULD NOT AFFECT 

OF. COMPANY. CONGEN HAD EXPECTED THAT GENERAL CLARK WOULD 
PRESENT WRITTEN STATEMENT TO EFFECT THAT IN HIS Le CHANGE 
OF CONGEN TO FREE RATE WOULD NOT JEOPARDIZE THE P@S!TION 
SECAIRDIVY WITH REFERENCE TO CHANGING TO THERE FREE RATE; 

BUT IN HIS STATEMENT OFPOSI{TION AND COVERING LETTER HE B{D NOT 


ENT OF TOTAL S$ AND E AND FBO BUDGETS FOR CONGEN. 

KNOWLEDGEABLE ARAMC@ OFFICIALS HAVE INFORMALLY FECT POSITION OPINIO 

DO SO. HE DID STATE ORALLY TO CONGEN THAT THIS W. HItS~ ae 
or 
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-2- 369, JANUARY 15, 2 P. M. FROM DHAHRAN 


SECALRDIV PURCHASE SAUD! CURRENCY REQUIREMENTS AT OFFICIAL 


RATE IS LOCAL POLICY DECISION, ACCORDING SECAIRDVIV - 
COMPTROLLER. ALL MILITARY PERSONNEL, DAF CIVILIANS AND THIRD 
COUNTRY NATIONAL EMPLOYEES RECE'IVE DOLLAR SALARIES. LOCAL 
CONTRACTORS RECEIVE BOTH DOLLAR AND RIYAL PAYMENTS, LATTER 
BEING PURCHASED AT OFFICIAL RATE. 


SECAIRDIV BASESITS OPPOSITION TO USE FREE MARKET FOR 
PURCHASE SAUDI R!IYALS NEEDED JN AIRFIELD OPERATION ON FEAR THAT 
SAUD! GOVERNMENT WOULD THEN RENEW ITS DEMAND OF JANUARY 1957 

THAT ONLY SAUD! RIYALS BE USED, INCLUDING BX, COMMISSARY, 

MOVIE, ET CETERA. THIS ORDER, SIGNED BY FAISAL, HAS THUS 

FAR BEEN IGNORED BY AJRFIELD. NO ADDITIONAL PRESSURE HAS BEEN 
APPLIED, BUT SECDAIRDIV FEARS THAT ANY CHANGE JN PRESENT S1TUAT!JON 
WOULD INVITE REOPENING QUESTION. FURTHER, GENERAL FEELS THAT 

THE SAUD! CADETS AND OFFICERS AT BASE, AIRPORT DIRECTOR AND STAFF 
AND OFFICIALS AT ANY RATE, WHO ARE PERMITTED EXCHANGE A LIMITED 
AMOUNT OF RIYALS FOR DOLLARS AT AMERICAN EXPRESS, USING 

OFFICIAL RATE, WOULD REACT PROMPTLY {tF THIS WINDFALL WERE 
REMOVED. 


AMERICAN EXPRESS, WHILE WILLING GO ALONG WITH BASE POLICY, 
HAS RAISED QUESTION OF WHETHER OR NOT IT BREAKING SAUD! LAW, 
AS GIVEN JN ROYAL DECREE 40, BY EXCHANGING RIYALS FOR DOLLARS 
AT OFFICIAL RATE FOR USE OF PURCHASE OF OTHER THAN L{CENSES 
|MPORTS. 
COMMUNICATION REVIEWED BY SECAIRDIV COMPTROLLER. 

SCHWINN 
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suBsecT: Position of Secend Air Division on Riyal Exchange Rate at Dhahran Airfield. = r 
> 

| Enclosed is a copy of a outlining the officiel position of the | 

Second Air Division with respect to the utilisation of the free market sources ~~ 
and rate fer the purchase of Saudi Riyals needed in operation of the Airfield Ol 
and of the covering letter from Brigadier General A. P. Clark, USAF, to Consul _ 
General Walter K. Schwinn. ~ 
: ki 
’ at 
( ter Ke Sc Ol 
American Consul General (oO 


Enclosures: / Ut 


le Letter to Mr. Schwinn. 
2. SecAirDiv Position on Riyal Exchange Rate. 


y711 


cc: AmEmbassy, JIDDA 
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(Classification) Desp. No.__29) — 
FromAmConGen, Dhahran 
Headquarters 


2D AIR DIVISION (USAFE) 


1, January 1959 


Mr. Walter K. Schwinn 
Consul General 

American Consulate General 
Dhahran, Saudi Arabia 


Dear Mr. Schwinn: 


Reference is made to State Department cable number 457 and to our recent 
conversations regarding the use of the free market rate for the purchase of 
Saudi Riyals. 


There is attached as an inclosure a brief summary of our position in this 
matter to assist you in responding to the above referenced cable. In my 
opinion there is no reason why you should not feel free to establish your ow 
position independently of ours. 


Our files contain additional background on this issue which is available 
to you should you desire. For your further information, my higher headquarters 
and Headquarters, U.S. Air Forces in Europe, are aware of and have approved our 
present course of action. I am forwarding a copy of this same inclosure directly 
to the Ambassador as an inclosure to a letter covering action stemming from my 
most recent conversations with him on 11 January 1959, and I am also sending 
eopies to the Camander in Chief, U.S. Air Forces in Europe. 


Sincerely, 
/ 3/ A. P. Clark 


A. P. CLARK 
Brig Gen, USAF 
Commander 
1 Inel 
2a ADV Position on 
Riyal ange Rate at 
Dhahran eld 
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2D AIR DIVISION POSITION ON RIYAL EXCHANGE RATE AT DHAHRAN ALRFIELD 





Although the legality of the use of the free market source and rate by 
individuals is fully established, existing Saudi Arabian Government documents 
do not alter the official rate of 3.75 riyals to one dollar. Further, the use 
of free market rate and free market sources by Dhahran Airfield appropriated 
and nonappropriated fund activities and banking facility can probably be con- 
sidered to be technically legal in that it is not specifically prohibited. 


2d Air Division has been purchasing rAgals for some years through American 
Express Company. This agency obtains these riyals from the Saudi Arabian Mone- 
tary Agency, banks, and individuals. The individuals fren whom these riyals. 
are purchased include several members of the staff of the Inir of the Eastern 
Province, thé Airpert Director and his staff, Saudi student officers and cadets 
stationed on the Airfield, The maximum smounts converted have been controlled 
and monitored. Prompt steps of retailiation against our sudden refusal to 
exchange riyals for dollars for these individuals at the official rate of 3.75 
to one are considered to be inevitable. 


The Saudi Government effort to require the use of Saudi riyals for all 
transactions on Phahran Airfield reached a high point in early 1957 and is currently 
dormant in spite of a January 1957 directive letter, signed by Prince Faisal, 
and sent to the Minister of Foreign Affairs instructing this office to 
advise the U.8, I sy and the Mission of the need to use currency of the realm. 
A copy is attached. The switch to free market rate by Dhahran Airfield appro- 
priated and nenappropriated fund activities and per facility would invite 

reopening the presently dormant problem of full ce of Saudi riyals as 
oy tender upon Dhahran Airfield Camissary, Base Exchange, Theater, Laundry, 
We are unable to pay stock funds gccounts in riyals and we are unable to 
el of riyals except on the free market and at premium rates. Further, the 
lack of dollars is the only effective control to prevent overbuying in AFEX and 
Commissary by the Sandis. 


We are cognisant of the fact that use of the official rate costs the U.S. 
Goverment an estimated $125,000 per amum in the operation of Dhahran Airfield. 
This is regarded as a necessary subsidy to maintain stability of our lecal 
relations whieh are excellent. The practice has oe eet the reste and 
must be mainteined until a legal requirement te change exists. In short, it 
is believed to be in the best interest of the rument to continue, as serious 
repercussions may be expected upon change. However, this cost has recently been 
cut in half by the conversion of our 100% riyal contracts to provide the pay- 
ment of ail riyals and an dollars. : 
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CONF IDENTIAL Encl. No. 2 a 
(Classification) — Desp. No _29h _ 
Fro 1, Dhahran 
NO. 3342/1 


Date: h/6/76 
Fw San. 57 


To Ministry of Foreign Affairs 


Reference is made to the previous correspondence No. 3033 / 1 dated 1/6/75 
concerning the question of prohibiting dealing with Saudi Arabian Currency and 
to the order of His Majesty at the time. We send to you attached copy of a 
letter from His Excellency the Minister of Finance and National Econemy No. 

PL? dated 11/2/76 which advises the continuation of prohibiting dealing with 
Saudi Arabian Currency by the United States Air Mission. We would like to inform 
you that you should emphasise to the US Babassy that the sovereignty of this 
country should be adhered to and that the application of the Said Royal Order 
should be made and the United States Mission should accept dealing with Sandi 
Currency. 


FAISAL 
cc: To Ministry of Defense 
with copy of Finance letter. 


: Ministry of Finance and National Econony~ 
for information and execution 
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~ ° Com-/t TAR -2 TR-3 FRB-$3 Mb o- 1 Ab 
Furthef Reduction of Free Import Currency Exchange Rate AG - I 


; Radio Mecca announced on January 8, 1959 that the Saudi Arabian Government had | 
proclaimed a further reduction of the free import currency exchange rate of three 
plastres " the dollar = seven eae ep zeen sterling. The rate now in» 
effect is 5 riyals and ) piastres equal $1.00 and riyals and 11 piastres equal 
%& 1.0.0. ees in the Eastern Province were verbally notified of the change 
January 9, 1959 by the Sadi Arabian Monetary Agency; however, no written notifica- 
tion has yet been received. 









SUBJECT: 


The rumored announcement to the effect that there would be no further change 
in the free import currency exchange rate for a period of four to six months did 
not accompany the announcement of the rate change. Pressure that had built up 
for such an announcement has somewhat abated in the Eastern Province and hope of 


such a guarantee seems to have vanished. 
_ Walter K. £4 : 


American Consul General 
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WMSC SENT DEPARTMENT 658, REPEATED INFORMATION DHAHRAN 337. 


REP = 
TR° _DHAHRAN FOR GENERAL CLARK. 

‘7 | 
CIA CONTEL 369 to Department. - 
OSD ON 
ARMY During general discussion with Governor Saudi Arabian Monetary i, 


NAVY Agency (SAMA) he confirmed that official and free market exchange 
AIR rates are both legal rates. SAMA restricts use official rate 
eb gwo (1) licensed imports by private concerns, (2) SAG imports NY 
0° and (3) remittances non-Saudi SAG employees. While we refrained | 












4? from mentioning specifically the Second Air Division's monetary U! 
transactions, Governor made it very clear that sale by American 
Express of Second Air Division dollars at official rate is im- 
proper unless specifically authorized by SAMA. 
View. foregoing Embassy recommends CONGEN and SECAIRDIV now)utilize 
free market rate. 7 ‘ 
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FROM : American Consulate 2 eral, DHAHRAT 








THE DEPARTME OF STATE, WASHINGTON. 


SUBJECT: Official Riyal-Sterlinz Pound Rate Adjusted. AEM y¥ Alh- / AR: 2 


| The Saudi Arabian Monetary Agency (SAMA) has fais toe without prior warning 
that the official rate for the purchase of Sterling pounds against licensed import 
permits has been increased from 10 riyals 9 qurush* to 10 riyals 13 girsh. 


COMMENT: Local bank sources state that the above action was perfectly correct and 
one that could have teen predicted, for, prior to the official rate change, an 
unbalanced position existed between the dollar - riyal and sterling -- riyal rates 
of exchange that could have been used by banks to realize a considerable profit. 
Banks are now concerned about a possible loss of money to the banks as a result 

of past short sales of sterling pounds to licensed importers. 


At the end of each: month a report is sent to SAMA with a request for release 
of the amount of sterling covered by the import licenses. SAMA has for several 
months only released to banks, at the official rate, a portion of the Sterling pounds 
covered by licensed'import permits, As a result, the British Rank of the Middle 
Kast sold sterling from deposits outside Saudi Arabia and other banks sold short 
in order to accommodate the import licenses of regular clients. The Netherlands 


Trading Society, on the other hand, kept. istelf covered and stands to realize a 
small profit. 


6SG-c/lel °v9ss 


The anicunt in excess of that released by SAA is carried as a foreign exchange 
credit. The question now arising is whether or not SAMA will permit the banks to 
purchase Sterling pounds at the SR 10.9 rate equal to the amount of their credits. - 
If not, the banks will be forced to absorb a hoss of ) qurush on each Sterling [~ 
pound previously sold against an import license permit but not yet replaced by A 
purchase from SAMA. 





Managers of the banks operating in Sandi Arabia are scheduling a meeting in 3 
Jidda to discuss the problem and to adopt a proposal to present to SAMA. The date | 
for the meeting has not been set. 7 
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A minor official in the Dammam office of SAMA has expressed the opinion 
that the banks will not be required to absorb the loss. SAMA is aware of the 


problem and has discussed various solutions; however, no plan has yet been 
adopted. 


Walter K.. Schwimi 
American Consul General 





cc: Amembassy, JIDDA 
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PER Centel 369 te Dept. 


DCL 

7 I am at a less te understand why the Consulate General has been fer- 
bidden te use the free rate ef exchange fer salaries and expenses which, 
by Consulate General oe ee roe eres result in saving te 


cach gies witigactton of be rete hy. the. Gang Bg A , 
PERSONNEL: LOCAL SALARY oe which a pects 


tien ef free rate until permission granted by Department. Para 2 ef this 
OM reads as follows: 


"It is emphasized that appreval of the revised schedule 
dees not constitute authority fer the pest te utilize an 
pr rate other than the efficial rate ef 3.75 Myals te 
the U.S. deldar. The rate of 5.5 Riyals is not te be used 
until written permission is received frem the Department". 
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SUBJECT: EXCHANGE RATFS VIS-A-VIS GOLD AND PRINCIPAL FOREIGN CURRENCIES 


7 a 


Below are exchange rates for various currencies exehanged in Saudi 
Arabia for the months of Jamery, February and March, 1959. The figures 
are average bank selling rates and average open or free market rates, 
and were furnished the Embassy by one of the local banks. 


Saudi Riyals and Quersh 1/ 
Jemery February March 
Us 8. Doller Draft SoS ye = Se lye20 ~ 5.08 
Sterling Pound Draft Uje10 14.06 14.028 
George Head British Sovereign 4.8200 48200 48200 
Egyptian Pound Dreft 13.00 12.00 nn 


6SL-7/ic, ew 988g 


For the Charge d'Affaires ad interim: 


=__ 
p> 
1S) 





William D. Toomey 5 
Secand Secretary of Babasey : A 
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a EST EXCHANGE RATES VIS~A-VIS GOLD AND PRINCIPAL FOREIGN CURRENCIES 


Below are exchange rates for various currencies exchanged in Saudi 
Arabia for the months of April,. May and June, 1959. The figures are 
average. bank selling. rates and average open or free market rates, and 
were furnished the Embassy by one of the local banks. 


Saudi Riyals and Quersh 1/ 


09 

April May June o4) 

Ue S. Dollar Draft 5.004 e21 ye 20 . 
Sterling Pound Draft 1.023 130213 13620-3/4 
Egyptian Pound Draft 10.00 9.18 Sel vl 
George Head British Sovereign 7200 47200 7600 me 
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Rec’d: July 23, 1959 
10:47 a.m, 
FROM: Jidda 


TO: Secretary of State 
NO: 44, July 23, 1 p.m. 


SENT DEPARTMENT 44, REPEATED INFORMATION DHAHRAN 27. 


Saudi Arabian monetary agency (SAMA) announced six guersh 
reduetion in its free market selling rate for dollars from 

5 riyals % guersh to 4 riyals 16-% guersh to $1.00 effective 
July 22, 1959. Sterling selling rate reduced 17 guersh. 


While SAMA rate change expected and free market riyal app- 
reclated past several weeks anticipation SAMA decision business 
and banking community surprised by large reduction 6 guersh 
when about 3 guersh change predicted. SAMA Governor Anwer 

Ali expect realize $10 to $15 million exchange gains through 
free market exchange transactions add to his growing reserves. 


6SSece-L/IEl*¥98Es 


This another step forward in IMF-directed currency stabiliza- 
tion program. Consensus financial circles riyal appreciation 
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suBect: Exchange Rates Vis-“Vis Gold and Principal Foreign Currencies 


Below are exchange rates for various currencies exchanged in Saudi Arabia for 
the months of July; August and September, 1959. The figures are average bank sell- 
ing rates and average open or free market rates, and were furnished the Embassy by 
one of the local banks. 


Sauai. als and rsh 1 


July august’ September 


U.S. Dollar Draft 4. 20 hs 164 ye 15 
Pound Sterling Draft 1317 138 13. 
Egyptian Pound Draft 9.8 94 9. - 
George Head British Soverign 7. Yte - 
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WEA FROM: Dhahran 


Info 


TO: Secretary of State 
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NO: 279, December 14, 2 p.m. | \ hoe j 


—_ SENT JIDOGA 186, REPEATED INFORMATION DEPARTMENT 279 . “% 

o 
Between December 1 and December 12 Saudi riyal on fréé market 
has, in eastern province, moved from 4.68 SR to 1 US dollar to 
4.50. In discussion with ARAMCO and local bankers following 
information obtained: Protect sources: 


1. Recent strengthening riyal due primarily to speculation 
Jidda and possibly Riyadh; 


2. Speculation appears based upon anticipation that in late 
December or early January Anwar Ali, Head of Saudi Arabian 
Monetary agency, will announce new selling rate for free US 
dollars of 4.5 SR to 1 dpllar. Expectation here is free mar- 
ket rate will not drop appreciably below 4.5 within next month 
at least; 


6SGVIL-cI/ISl*V388 


a 


3. Also some talk herexe possibility SAG revaluation SR when 
4',5 rate reached; ARAMCO has been unable find, however, any 
evidence orders placed for new printed money as indication de- 
valuation contemplated in near-future. Ease with which specula- 
tive pressure caused rate drop may encourage Sama to put new 
official rate for devalued currency Lower than 4.5, possibly . 
around 4.25. Since {SAG obtains most revenue from dollar oil, > 
believed unlikely S will press toward establishing present ’ 
‘official rate 3.75 as free market rate since this would cut = 
deeply into SR funds available for natingnal budget; 


S t 
4, “) 
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re 


Set 
ny 


4. Interesting note sttengthening riyal does not stem from im-= -} 
proved business conditions in country; no evidence available here =, 
to show budget prospect of increased payment to local contractors — : 
many of whom unpaid for long periods of time, or any other-3i ni-F*" 
ficant change in next year Saudi budget. ARAMCO understands o- 
posed 10 percent cut in privy purse considered not feasible 
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-2- 279, December 14, 2 p.m., from Dhahran 


stimulation Saudi economy through public projects unlikely 
unless such projects can be set up in such was as not to re=- 
quire SAG payment for period of years. 


ARAMCO NY has received feelers re its willingness guarantee 

SAG payment for road between Riyadh and Jidda, payment not to 

be made for perhaps 4 to 5 years. Project believed not yet 
seriously considered by ARAMCO, but latter considered unlikely 

to undertake guarantee unless such matters as Sidon claim, Trading 
Company, et cetera could be part of package deal. 


Meantime, ARAMCO believes SAG plans continue meeting foreign 
obligations under current arrangements; i.e. paying off roughly 
5 million.of 30 million dollar Netherlands Trading Society loan 
this year, and continuing roll over payment arrangement of 92 
million dollar debt to three New York banks, ARAMCO had heard 
rumor of existing additional 10 million dollar debt to NTS but 
unable confirm. 
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